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N IMPORTANT argument advanced by many propo- 
nents of the Public Utility Holding Company Act in 
1935 was the alleged large losses suffered by investors in 
public utility holding company securities—particularly in com- 
mon stocks. The only statistical evidence supporting this alle- 
gation was an analysis by the Federal Power Commission of 
the market value of twenty-five leading holding company se- 
curities at the peak in 1929 and for February 28, 1933, and 
April 9, 1935, prepared at the request of Congressman Rayburn.’ 
These data were not subjected to critical analysis and achieved an 
importance out of all proportion to their real significance. It is to 
fill this gap that the present study has been prepared. As an in- 
teresting by-product of this analysis, some light is shed on the 
significance of measuring investors’ losses by changes in the mar- 
ket values of the securities held. Whenever a sharp decline in 
stock prices is recorded, the headlines scream about the large 
t Mr. Madden is dean of the School of Commerce, Accounts, and Finance, New 
York University, and Mr. Backman is an instructor of economics in the school. 
2 Hearings on H.R. 5423 before the House Committee on Interstate and Foreign 


Commerce (74th Cong., rst sess.), Part II, p. 2089 (remarks of Chairman Rayburn). 
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losses suffered by investors. This study indicates a methodology 
for measuring the outside limits to losses suffered at such times by 
investors as a class. 

Although the exhibit prepared by the Federal Power Commis- 
sion gave the record for both independent operating companies 
and holding companies, in this analysis we shall be concerned only 
with the latter, which is shown in Table 1.3 

A number of questions are suggested in connection with a de- 
tailed analysis of the Federal Power Commission data. To what 
extent was this compilation relied upon by Congress in its de- 
bates of the Holding Company Act? How many shares of holding 


TABLE 1 


MARKET VALUE OF PUBLIC UTILITY HOLDING COMPANY BONDS, PREFERRED 
STOCK, AND COMMON STOCK FOR SELECTED DATES 
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MARKET VALUE 


Preferred Common 





1929 (high sale) .|$726 , 788 , 792|$1 , 730,807 ,818/$16 , 787 , 563 ,147|$19, 245,157,757 
1933 (February 
28, bid) 342,584,498] 733,622,808) 1,802,827,643) 2,879,034,949 
1935 (April 9, 
closing 420,209,986] 742,680,983] 1,112,125,010| 2,285,015,979 

















company stock were actually issued in 1929, and what considera- 
tion was received therefor? What was the aggregate stated value 
of the common stocks of these leading holding companies in 1929? 
What was their book value? To what extent did the Federal Pow- 
er Commission tabulation contain duplications? How adequate 
is the measurement of the decline from prices reached at the peak 
of the 1929 bull market as an indication of investor experience 
with these issues? To what extent were these securities available 
to investors at various price ranges at or near the peak price? 

The wide use made of these figures is indicated by the following 
extracts from the Congressional debates on the Public Utility 
Holding Company Act of 1935. 


3 Ibid., pp. 2107-16 (testimony of Dozier DeVane, solicitor for Federal Power 
Commission). 





UTILITY HOLDING COMPANY COMMON STOCKS) _ 215 


Thus Representative Keller argued: 


. .. . Shall we permit this to go on as we are at the present time? If we do, 
we will permit these holding companies to go back into the stock market and 
resell these “insecurities” to the people of this country as they did back in 
1926, 1927, 1928, and 1929. 

These holding-company stocks were sold on a basis of $19,000,000,000 
and somebody paid that for them on the stock market. Those stocks are 
quoted on the market today at about $3,000,000,000. The people of this 
country have therefore already taken a loss of $16,000,000,000 on these 
“hold-up” companies and they are “hold-up” companies.‘ 


And Representative Maverick maintained that the decline in 
market value represented profits which were made by promoters 
and insiders as follows: 


.... The American people have lost $16,000,000,000 in holding-company 
securities. Who got that sixteen billion or at least that portion of it which 
was paid out by investors in actual cash? The promoters who organize and in 
most cases still dominate these holding companies. They have robbed the 
American people of $16,000,000,000, and the weapon they used was the hold- 
ing company. Now, when this Government proposes that we take that ma- 
chine gun out of their hands, these fellows, with that $16,000,000,000 still in 
their pants pockets, come down here and pretend to act as the protectors 
of the very investors they have impoverished 


Mr. Eicher (now S.E.C. commissioner) alleged that not only did 
the insiders “pocket’’ the difference between $19,000,000,000 and 
$3,000,000,000 but also a part of the profit went to bankers and 
speculators: 


In 1929 when bankers and corporate insiders were distributing holding- 
company securities to the public, the aggregate market value of electric 
utility holding company securities was estimated at $19,000,000,000. But 
that $19,000,000,000 did not go into generators and transmission lines for the 
electric-utility industry; that entire $19,000,000,000 did not represent an in- 
vestment of more than $3,000,000,000 in capital plant and equipment. The 
difference went to the bankers, the speculators, and corporate insiders. These 
figures explain the losses that the investors in holding-company securities 
have had to bear 


4 Congressional Record (House) (74th Cong.), July 1, 1935, p. 10526. 

5 Ibid., July 2, 1935, p. 10679. 

6 Tbid., August 15, 1935, p. 13280. For additional comments in a similar vein see 
ibid., June 27, 1935, p. 10320 (Representative Rayburn); June 28, 1935, p. 10392 
(Representative Sisson); July 2, 1935, p. 10657 (Representative Ellenbogen); see 
also Hearings on S.1725 before the Senate Committee on Interstate Commerce (74th 
Cong., 1st sess.), pp. 322, 327, 334, 335, 338, 340, 341. 
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The foregoing quotations indicate the serious attention given 
to the Federal Power Commission compilation and the interpre- 
tation placed upon the data by a number of proponents of the bill.’ 
Three basic criticisms stemmed from these data: (1) these com- 
panies sold more than $ig,000,000,000 of securities to the public 
in 1929, and the promoters “pocketed” more than 80 per cent of 
the amount; (2) losses suffered by investors aggregated $16,000,- 
000,000; and (3) insiders were unloading their securities upon an 
unsuspecting public. An analysis of the available facts indicates 
how fallacious and unfounded these three criticisms were. 


SECURITIES ISSUED IN 1929 

The statements that these holding companies sold $19,000,- 
000,000 of securities in 1929 were apparently based upon a mis- 
conception of the nature of the survey made by the Federal Power 
Commission. The tabulation ‘prepared by that organization 
showed only the market value of these issues at the peak prices 
for the 1929 bull market and not the sales of securities by holding 
companies. That market values and issue prices are different is 
obvious and needs little comment. However, in order to clear up 
this point beyond further question, a study has been made of the 
number of shares of common stock issued by holding companies 
in 1929 and the purposes for which they were issued.* 

The results of this study are shown in Table 2. 

The large holding companies included in this survey issued 
131,327,079 shares of common stock during 1929. However, more 
than half of this increase was accounted for by four companies 
(United Corporation, Commonwealth and Southern Corporation, 
Niagara Hudson Power Corporation, and Stone and Webster, In- 
corporated), organized in 1929, which issued their securities pri- 

7 That these data were accepted as being significant in high quarters and given 
wide currency is indicated by the inclusion of this table in the paper prepared by 
Judge Healy for the World Power Conference held in the United States in Septem- 
ber, 1936 (see Robert E. Healy, Organization of Private Electric and Gas Utilities, 
Sec. III, Paper No. 7, p. 35). 

8 Since common stocks accounted for seven-eighths of the total market value of 


the securities of these companies and since they recorded the relatively larger 
declines, this study has been confined to their issuance during 1929. 


9 While Electric Bond and Share Company was organized in 1929, it represented 
in effect a reorganization of Electric Bond and Share Securities Company, which 
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marily in exchange for those issued by predecessor companies be- 
fore 1929. 

When this large increase in the number of outstanding shares 
is analyzed, it is found that only a small proportion represented 
new funds placed in these companies by the investor. Thus more 
than 40,000,000 shares were issued as the result of split-ups, while 
almost 3,000,000 represented stock dividends.*® These two pur- 


TABLE 2 


ISSUANCE OF COMMON STOCK BY LEADING HOLDING COMPANIES IN 1929 
(Number of Shares) 














Ass Conmasmns Four Com- CoMPANIES 
PANIES ORGANIZED 
ORGANIZED PRIOR TO 
Amount Per- IN 1929 1929 
centage 
Outstanding December 31, 

OS RE Re ee, ae See 55,0605, 216 
Outstanding December 31, 

IQ2Q.. 22 -ese eee eeecceee 386,362,205 1....... 67,793,736 | 118,598,559 
Increase iB 1999...........- a 2 ee 67,793,736 63,533,343 
Purpose of Issue: 

RN seta cate Shp th Ske 23,180,120 | 17.6 | 6,603,253 16,576,867 

Acquisition of property... . kg ES Roemer anes 10, 382 

Acquisition of securities....} 61,268,828 | 46.7 | 59,084,886 2,183,942 

Stock dividend........... 2,866,658 2.2 760,040 2,106,618 

Exchange for own bonds... 1,294,605 fo ee er eee 1,294,605 

Er reee 40,600,005 1 90.3 1... 65sec es 40,488,905 

Unaccounted for.......... 1,736,726 1.3 1,345,557 391,169 

I 5555. 4-0.5 avecaesdnne's 480,765 > ee err 480,765 

















* Does not include shares outstanding for predecessor companies of the four organized in 1929. 


poses accounted for approximately one-third of the increased 
number of shares outstanding and reflected merely an increase in 
the number of pieces of paper the stockholder had, without chang- 
ing his proportionate interest in the respective companies. Of 
course, to the extent that he sold stock received as a dividend or as 


had been organized in 1925. Hence this company has been considered as a con- 
tinuation of the predecessor company. 


0 Tf only the companies organized prior to 1929 are considered, then more than 
two-thirds of the shares issued in 1929 represented stock dividends or split-ups. The 
former accounted for 2,106,618 shares, while the latter amounted to 40,488,995 
shares out of a total increase for all these companies of 63,533,343 shares. 
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the result of a split-up he diluted his equity in the company, but in 
return he received back a portion of his capital investment. 

The most important single purpose for the issuance of addition- 
al securities was the acquisition of securities of other companies— 
in other words, exchanging one stock certificate for another—and 
representing no additional cash investment by the investor. The 
major part of this stock was issued in connection with the forma- 
tion of Commonwealth and Southern Corporation and Niagara 
Hudson Power Corporation during 1929. These two companies 
issued almost 54,000,000 shares out of their combined capitaliza- 
tion of slightly more than 59,000,000, in exchange for predecessor- 
company securities. It may also be noted that these predecessor 
companies sold practically no common stock in 1929 prior to the 
merger. Likewise, United Corporation, which was organized in 
1929, had outstanding at the end of that year 7,252,515 shares, of 
which 4,355,165 were issued in ‘exchange for securities of other 
companies. It is interesting to note that at the end of 1929 
United Corporation held almost 8,000,000 shares of common stock 
of the other holding companies included in the Federal Power 
Commission tabulation.” 

Most of the balance of 23,180,120 shares, or 17.6 per cent of the 


™ Niagara Hudson Power Corporation issued 22,869,770 shares largely in ex- 
change for the common stock of Buffalo, Niagara and Eastern Power Corporation, 
Mohawk Hudson Power Corporation, and Northwestern Power Corporation. Since 
these three predecessor companies at the end of 1928 had outstanding 6,436,965 
shares of common stock, it is evident that there was a net increase of only 16,400,000 
shares as a result of this merger. Similarly, Commonwealth and Southern Corpora- 
tion issued 31,000,000 shares of the stock in the acquisition of Commonwealth 
Power Corporation, Southeastern Power and Light Company, Pennsylvania Ohio 
Edison Company, Allied Power and Light Corporation, and Columbus Electric 
Power Company, which together had outstanding 6,216,483 shares of common stock 
at the end of 1928; in this instance the net increase in the number of shares out- 
standing was slightly less than 25,000,000 shares. 


The holdings of United States Corporation included 1,673,250 shares of 
Niagara Hudson Power Corporation common stock; 948,270 shares of Common- 
wealth and Southern Corporation common stock; 959,921 shares of Public Service 
Corporation of New Jersey common stock; 4,151,846 shares of United Gas Im- 
provement common stock; and 196,210 shares of Columbus Gas and Electric Cor- 
poration common, or a total of 7,929,497 shares (see Moody, Public Utility Manual 


[1930], p. 1431). 
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total, was issued for cash." The statements made by Congres- 
sional leaders, and previously cited, implied that this new stock 
was sold at or near the 1929 peak prices. An analysis of the avail- 
able material indicates that this was not the case. All these cash 
sales were at prices substantially lower than the peak prices 
reached in 1929 and in many instances below the lowest levels re- 
corded by these securities on the stock exchanges during 1929. 
Thus, Columbia Gas and Electric Corporation sold 869,773 shares 
of its common stock to its stockholders in June, 1929, at $24 per 
share;" this price compared with the range of $140 to $52 in that 
year. In the aggregate, investors paid $735,500,000 for the 23,- 
180,120 shares of common stock sold for cash. At the peak price 
in 1929 these shares had an aggregate value in excess of $1,750,- 
000,000, or an appreciation of 138.5 per cent over issue price. Cer- 
tainly these figures do not indicate that holding companies sold 
their securities to investors at 1929 peak prices; rather the evi- 
dence at hand shows that securities sold for cash were sold at 
prices which averaged about 4o per cent of the peak prices. And 
this situation is not surprising. In most instances the stock was 
offered to stockholders of the company, and it is the usual prac- 
tice to offer such rights at prices substantially below market price 
in order to make the offering attractive and to insure its success. 

In summary, it may be noted that the large amount of stock 
issued in 1929 represented in the main exchanges for previously 

"3 It should be noted that part of the common stock issued to American Super- 
power Corporation by United Corporation and by Commonwealth and Southern 


Corporation in exchange for securities was subsequently resold by American Super- 
power Corporation to its stockholders as follows: 














Number of : 
Company Shases Price Amount 
Commonwealth & Southern Corporation 
COMMMOR SOCK... sc sccvccsrzccere 821,472 $15 $12,322,080 
United Corporation common stock..... 814,832 25 20,370, 800 
United Corporation common stock... . 410,902 30 12,327,060 
sory kano tanatiohe te meekt ee $45,019,940 














If these shares were included in the total sold for cash, the proportion so sold would 
be increased from 17.6 to 19.3 per cent. 

™ Sen. Doc. 92, Utility Corporations (7oth Cong., 1st sess.), Part XLVII, pp. 
807-9. 
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issued securities, stock split-ups, and stock dividends and to only 
a small extent the sale of common stock for cash. As a matter of 
fact, the new money raised by these holding companies in 1929 
through the sale of common stock totaled only $735,000,000, or 
less than 5 per cent of the $16,000,000,000 suggested by many 
Congressmen in the course of the debate on the Public Utility 
Holding Company Act of 1935. Their confusion arose through 
the failure to distinguish between trading in previously outstand- 
ing issues and the purchase of new issues from these companies. 


BOOK VALUE OF HOLDING COMPANY SECURITIES 

This problem may be analyzed from a slightly different ap- 
proach, namely, a comparison of the book value of the common 
stocks of these twenty-two holding companies with their market 
value at the peak in 1929. It should be noted that according to 
the Federal Trade Commission the aggregate stated values of 
holding company common stocks on their books are inflated and 
“are not supported by sound values in the balance sheets of the 
issuing companies.”*S 

Since these stated or book values are alleged to have been in 
excess of the actual investment, a survey of the aggregate book 
value should throw some light upon the maximum losses which in- 
vestors taken as a group could have suffered in these securities. 
In this connection, a composite consolidated balance sheet has 
been compiled for the twenty-two holding companies treated in 
the Federal Power Commission tabulation (Table 3). 

The market value of holding company common stocks at peak 
prices was far in excess of the amount investors as a class actually 
invested in these companies. The market value of more than 
$16,700,000,000 for the common stocks of the selected holding 
companies compared with a stated value of $2,519,600,000 for 
their common stocks and surplus of $1,652,100,000 (total book 
value for common stocks of $4,171,700,000), as shown on the bal- 
ance sheets of the companies involved; it should be kept in mind 
that the foregoing totals include duplications to the extent that 
securities were held by other companies included in the tabula- 


Ss Ibid., Part 72A, pp. 322, 327, 334, 335, 338, 340, 341. 
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tion. As a matter of fact, the consolidated gross assets of these 
companies were only $13,411,600,000, against which there were 
also outstanding $1,097,800,000 in holding company funded debt, 
$1,756,100,000 of holding company preferred stock, and $4,683,- 
200,000 of subsidiary company securities—or a total of $7,537,- 
100,000. It is clear from a study of the balance sheets that in- 
vestors originally paid substantially less than the highly inflated 


TABLE 3 


CONSOLIDATED* BALANCE SHEET OF TWENTY-TWO LEADING 
PUBLIC UTILITY HOLDING COMPANIES 


(December 31, 1929)f 











Assets 
III oo ocr vx ees bance seocinde es $12,126,900,000 
MII es ocx nsec i arooenceeuns 1 , 284,700,000 
0 re $13 , 411,600,000 
Liabilities 
Subsidiary company securities.......... $ 4,683, 200,000 
Holding company (funded debt)........ 1,097 , 800,000 
Holding company (preferred stock)..... 1,756,100,000 
Holding company (common stock)...... 2,519,600,000 
EE re 1,652, 100,000 
CT IE, oss oc ee See De I , 702,800,000 
pee eee $13, 411,600,000 


* Consolidated balance sheets were not available in Moody, Public Utility 
Manual, for Middle West Utilities Company and National Power and Light Com- 
pany as of December 31, 1929, and, hence, the comparative balance sheets for only 
the holding company were used. 

+t The data for Electric Power and Light Corporation is as of June 30, 1929, 
since the year-end balance sheet is not available in Moody, Public Utility 
Manual. Intercompany holdings have not been eliminated. 


prices of 1929 for these common stocks. When it is further kept in 
mind that the aggregate book value of holding company stocks, 
which amounted to only one-fourth of the market value at peak 
prices, is also alleged to have been inflated as noted above, then it 
is evident that statements to the effect that investors paid $16,- 
700,000,000 for these securities are fantastic and far from the 
realities of the actual situation. 


AVAILABILITY OF SECURITIES IN THE OPEN MARKET 


It has been indicated that only a small proportion of holding 
company common stocks were sold to investors by these compa- 
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nies for cash in 1929 and that the book value of their outstanding 
securities was substantially below their market value. The next 
question is whether investors could have paid more than $16,- 
000,000,000 for the common stocks of these companies purchased 
in the open market. 

It is obviously impossible to calculate exactly what amount in- 
vestors did pay for the stocks they hold, but the maximum num- 
ber of shares that could have been purchased at selected price- 
levels can be indicated by a study of trading activity at those 
levels. Before studying the trading activity in these holding com- 
pany common stocks, it seems advisable to analyze the figure of 
$16,787,563,147 reported by the Federal Power Commission as 
the market value of holding company common stocks at 1929 
peak prices. 

The details of the Federal Power Commission survey are not 
shown in either the House Hearihgs or the Congressional Debates, 
and hence for the purpose of analysis it has been necessary to re- 
construct the totals from the meager information shown in the 
record."® This was done by taking the number of outstanding 
shares of common stock and multiplying that figure by the peak 
price reached in 1929 for each security. On this basis the aggre- 
gate market value was $16,571,300,000, as compared with $16,- 
787,563,147 reported by the Federal Power Commission. These 
totals are close enough to permit an analysis of the Commission’s 
totals. 

The first point to note in connection with the Federal Power 
Commission data is that no adjustment was made for stock held 
intercompany by other companies in the group. Hence, the grand 
total includes a number of duplications and does not indicate the 
market value of the outstanding shares held by others than the 
twenty-two holding companies included in this survey. This 
duplication may be illustrated as follows: American Power and 
Light Company had outstanding at the end of 1929, 2,529,713 
shares of common stock, which at the peak price had a market 

6 Dozier DeVane, solicitor of the Federal Power Commission, introduced Rati 
totals in his testimony concerning the Public Utility Holding Company Act of 1935 


before the House Committee on Interstate and Foreign Commerce on April 12, 1935 
(House Hearings, Part III, pp. 2107-16). 
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value of $175? per share, or $444,600,000. However, 763,298 
shares (with a value of $134,100,000 at peak prices) of the out- 
standing stock was owned by Electric Bond and Share Company, 
another one of the twenty-two companies. It is evident that, if 
the market value of the total outstanding shares of American 
Power and Light Company is added to that for Electric Bond and 
Share Company, there is a duplication of $134,100,000, since 
shares of the former having that market value were not held by 
the public. In order to show the market value of holding company 
common stocks held by the public,’7 these duplications should 
have been eliminated. 

At or about the end of 1929 the twenty-two holding companies 
with common stocks in the hands of the public had outstanding 
188,152,423"° shares, of which 28,392,166 were held intercompany 
by one or more of these companies.'® At the peak price in 1929, 
these intercompany holdings had an aggregate value of approxi- 
mately $2,000,000,000. Most of this total was accounted for by 
the investments of American Superpower Corporation, United 
Corporation, Electric Bond and Share Company, and United Gas 
Improvement Company in other companies in the group. After 
eliminating these intercompany holdings, the total is reduced from 
$16,571,300,000 to $14,573,500,000. It is this latter amount which 
approximated the market value of the publicly held stocks of the 
selected holding companies at the highs in 1929 and not the larger 
figure reported by the Federal Power Commission. So that even 
assuming, as most of the Congressmen cited above assumed, that 
investors paid the 1929 peak price for every share they bought in 

17 The term “public” is not used here to mean only individuals or small investors. 
Rather it includes investment trusts, trust funds, officers, directors and other in- 


siders, large holders, and small investors. It includes all stock held by any person 
or company other than one of the twenty-two companies included in this survey. 

In Table 2, showing the “Issuance of Common Stock by Leading Holding 
Companies in 1929” (see p. 217), there was shown a total of 186,392,295 shares, or 
1,760,128 shares less than shown above. The difference is accounted for by 32,332 
shares of Utilities Power and Light Company common stock issued in 1930 and 
1,792,460 shares of Associated Gas and Electric Company A stock issued largely to 
affiliated companies and excluded from the earlier tabulation. 

9 Included in these intercompany holdings are 560,000 shares of Standard Gas 
and Electric Company stock common held by its affiliate, Standard Power and 
Light Corporation. 
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these companies, their investment would have been at least 
$2,000,000,000 less than the totals suggested in the Congressional 
Debates. However, the amount of stock that exchanges hands at 
or near peak prices is only a relatively small proportion of the out- 
standing shares. 

For securities of large companies listed or traded on the New 
York Stock Exchange the total amount of trading at various 
prices can be studied from the so-called Fitch Sheets,?® which list 
the number of shares traded in each transaction and the sales 
price. The amount of trading in listed securities which takes place 
in the over-the-counter markets was usually relatively small (prior 
to the Securities Exchange Commission), and hence a study of 
trading on the New York exchanges and the more important out- 
of-town exchanges will tend to indicate the maximum number of 
shares that could have been purchased by investors at different 
times.”* } 

In this analysis the basis for comparison will be the outstanding 
shares of these companies less the amount of stock held intercom- 
pany. This is a logical approach, since the shares held by other 
companies were for all practical purposes not available for sale and 
hence the total outstanding less intercompany holdings repre- 
sented the maximum number of shares which theoretically could 
have been purchased by investors in 1929. Actually, however, the 
amount of stock that could be purchased in 1929 for long-term 
investment was substantially less than this maximum, since 
blocks of stock held by controlling interests are usually kept sub- 
stantially intact and since large numbers of small holders are long- 
term investors whose stock is not for sale. The fact that trading 
turnover occurs in a relatively small proportion of the stock is 
well known.” 

20 Published by Fitch’s Daily Quotation Service. 

2t The analysis of total trading in 1929 has included the following exchanges: 
New York Stock Exchange, New York Curb Exchange, Chicago Stock Exchange, 
Boston Stock Exchange, Baltimore Stock Exchange, Philadelphia Stock Exchange, 
San Francisco Stock Exchange, and Los Angeles Stock Exchange. 

22 ‘Market activity, under normal trading conditions, takes place not in the entire 
outstanding issue of a security but in that portion known as the floating supply. The 
floating supply is composed principally of shares registered in the names of brokers 
or nominees, as distinguished from those registered in the names of the beneficial 
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Similarly, it may be noted that “market activity” represents to 
a large extent “in and out trading” by speculators—members of 
the exchanges and nonmembers—and hence figures for the gross 
volume of trading do not indicate the number of shares that ac- 
tually could have been purchased by bona fide investors at a par- 
ticular time.” 

Furthermore, concerning member trading in the active issues 
the Securities and Exchange Commission has observed: 

The volume of members’ trading varied widely in different types of stocks. 
In stocks enjoying broad distribution and considerable public interest the 
ratio of their trading to total reported trading was considerably above their 
average ratio for all stocks. On the New York Stock Exchange members’ 
trading in 20 stocks of this character (exclusive of odd-lot dealers’ transac- 
tions) between June 27, 1935, and December 18, 1935, amounted to 30.5 per 
cent of all reported purchases and sales in those stocks. The greatest per- 
centage of members’ trading in any single stock in this group was 41.43 per 


Since eighteen of the common-stock issues included in the Fed- 
eral Power Commission analysis were among the one hundred 
most active stocks in 1929, it is probable that a substantial pro- 
portion of the trading in those stocks represented in-and-out 
trading by stock-exchange members or their partners. In addi- 
tion, if there is kept in mind the large amount of speculative trad- 
ing by nonmembers and widespread pool activities (at that time), 
it is evident that the data for volume of trading will tend to over- 
state by a very wide margin the number of shares which investors 
were theoretically able to purchase for long-term investment. 
This remains true even after taking into consideration unreported 
transactions (including stopped stock, odd-lot transactions, and 


owners. In many stocks the floating supply constitutes only a fraction of the number 
of shares outstanding” (Securities and Exchange Commission, Report on the Feasi- 
bility and Advisability of the Complete Segregation of the Functions of Dealer and 
Broker (Washington, D.C.: Government Printing Office, June 20, 1936], p. 31). 


23 It is recognized that large blocks of stock might be privately transferred off 
the exchange, but the significance of this type of transaction was relatively small in 
1929. According to the reports issued by the Securities and Exchange Commission, 
member trading which is largely in and out has aggregated about one-fourth of the 
total (ibid., pp. 122-24, and weekly reports). 

24 Ibid., p. 13. 
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errors), which have aggregated less than 10 per cent of the total 
reported volume of trading in the studies made by the Securities 
and Exchange Commission. 

The data include trading on the two New York exchanges plus 
six leading out-of-town exchanges, except that for trading at the 
peak price and on the peak day, which represents only trading on 
the New York Stock Exchange and/or the New York Curb Ex- 
change.** However, in connection with the trading at various 
levels of prices, the data are not confined to 1929 alone but rather 
include any trading which took place in 1929 or 1930 within the 
designated price ranges.” None of the stocks included in this 
survey sold within 25 per cent of their peak price before 1929 or 
after 1930, with the exception of American Gas and Electric Com- 
pany and North American Light and Power Company, which sold 
within that range in 1928 and 1931 respectively.?’ 


2s Only two issues—Middle West Utilities Company (Chicago Stock Exchange) 
and United Gas Improvement Company (Philadelphia Stock Exchange)—were 
traded to any important extent on the out-of-town exchanges. Approximately two- 
thirds of the trading in the former issue took place on the Chicago Stock Exchange, 
while 40 per cent of the trading in the latter issue occurred on the Philadelphia 
Stock Exchange. To the extent that the detailed breakdown for these issues could 
not be obtained, the proportions shown in the text tend to be somewhat under- 
stated, although the margin of error is small. 


#6 Although Electric Power and Light Corporation’s common stock sold higher in 
1930 than in 1929 ($1033 vs. $86), the latter price was used as the basis of measure- 
ment in order to make these data conform with those of the Federal Power Com- 
mission and in order to determine the maximum amount of stock that could have 
been purchased at 1929 levels. The relatively large turnover indicated for this 
company’s common stock is accounted for by this method of treatment. Thus trad- 
ing within 10 per cent of the 1929 high aggregated 6,082,000 shares, of which only 
I,291,000 or approximately the net amount outstanding took place in 1929; the bal- 
ance occurred in 1930 and represented turnover between $1033 and $78 per share. 

27 American Gas and Electric Company common stock sold at $195 per share 
in 1928 as compared with the record high of $224} in 1929. However, in this 
instance, although there was no actual stock split-up, the shares were not identical, 
since at the end of 1928 the company paid a special stock dividend of } share on each 
share outstanding. Thus the more accurate comparison is between 1 share in 1928 
and 1} shares in 1929 (worth about $337}), and on this basis the price was not 
within 25 per cent of the peak in 1928. The total trading in 1928 between $168} 
(25 per cent of the 1929 peak price) and $195 was 203,800 shares, or 6.49 per cent 
of the total outstanding at the end of 1929. North American Light and Power Com- 
pany common stock sold at $74 in 1931 as compared with $90 in 1929. Between 
$673 (25 per cent of the 1929 peak price) and $74 there were 131,650 shares trans- 
ferred, or 9.03 per cent of the number outstanding at the end of 1929. 
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THE JOURNAL OF BUSINESS 


TOTAL TRADING IN 1929 

In 1929 there were 190,196,977 shares of the common stocks of 
the selected holding companies traded on the eight stock ex- 
changes previously noted. This total compares with 160,823,510 
shares outstanding after deduction of intercompany holdings and 
indicates a composite turnover of 1.18 times on this base. How- 
ever, the experience of individual issues varied widely; at the one 
extreme the trading in Electric Power and Light Corporation 
common stock aggregated almost five times the outstanding stock 
(less that held intercompany), while, at the other, trading in 
United Light and Power Company B stock aggregated less than 
one twenty-fifth of the outstanding shares. As compared with the 


TABLE 5 








, Outstanding 
Shares less 
Intercompany 
Holdings 


Company Percentage 





American Power and Light Company 
1,766,415 2,463,100 
Stone and Webster, Inc., common 1,258,981 595,200 





3,025,396 3,058, 300 














fourteen issues which theoretically could have been purchased in 
their entirety at the 1929 level of prices, there were eleven issues in 
which the trading activity was not equal to the outstanding num- 
ber of shares. 

The combination of issues which were traded in excess of their 
net outstanding capitalizations with those for which the trading 
was less tends to overstate the aggregate number of shares which 
could have been purchased in these companies. The point is well 
illustrated if Stone and Webster Company, Incorporated, which 
had a turnover of less than half its outstanding common stock, 
is combined with American Power and Light Company for which 
the turnover was 1.4 times (Table 5). 

In terms of the total figure it appears as though the aggregate 
outstanding common shares of both companies could have been 
purchased in 1929. However, it is evident that investors could 
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have purchased a maximum of only 2,361,615 shares (1,766,415 
shares of American Power and Light Company plus 595,200 
shares of Stone and Webster, Inc.) or less than 80 per cent of the 
total number of shares outstanding for these companies; the excess 
of 696,685 shares (3,058,300 less 2,361,615) clearly must have 
been speculative short-term trading. If a similar adjustment is 
made in the aggregate figures, it is found that 61,417,838 shares 
represented trading in excess of 100 per cent of the company’s net 
outstanding capitalization and that the maximum number of 
shares that could have been bought in 1929 was 128,779,139, in- 
stead of 190,196,977; this adjusted figure represents 80 per cent of 
the total number of common shares outstanding for these selected 
holding companies. 

Even this adjusted figure overstates the maximum number of 
shares that could have been purchased, since many stockholders 
acquired their shares prior to 1929 (and thus usually at substan- 
tially lower levels than prevailed in that year) and did not liqui- 
date in 1929. That such continuous holdings may have been fairly 
substantial is indicated by a study of the lists of the 50-100 larg- 
est stockholders of six companies at or about the end of 1928 and 
the holdings of these identical stockholders one year later.** These 
six companies had outstanding a net total of approximately 27,- 
730,191 shares, of which 4,504,615”? or 14.0 per cent were in the 
hands of the same holders at the beginning and the end of the 
year.3° That additional shares acquired before 1929 by small in- 

28 These data were furnished by American Power and Light Company, Electric 
Power and Light Company, National Power and Light Company, Columbia Gas 
and Electric Corporation, Standard Gas and Electric Company, and Consolidated 
Gas Company of New York for the purpose of analysis. The separate totals cannot 
be used for obvious reasons. The turnover in 1929 for each of these companies ex- 
ceeded the outstanding number of shares. 


29 In each case holdings by brokerage houses were excluded, since there is no 
evidence to indicate whether they were nominees for the same investors at both the 
beginning and end of the year. 

3° It may be suggested that these large holders sold stock early in 1929 and then 
repurchased it later that year so that their position showed little change for the year 
as a whole. There is no information on this point, but, assuming that this occurred, 
it is still evident that the aggregate holdings of these individuals can be considered 
as having been acquired before 1929 and that the transactions in 1929 represented 
in effect in-and-out transactions in that year. In any event, the supply of stock 
available for purchase by other investors as compared with speculators would not 
have been increased. 
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vestors were held intact during 1929 and hence were not available 
to new investors is also evident, but no significant statistical evi- 
dence bearing on this point was obtainable. 

From the foregoing analysis it is obvious that the adjusted data 
which indicated that a maximum of 80 per cent of the outstanding 
shares (less intercompany holdings) of these selected holding com- 
panies could have been purchased by long-term investors in 1929 
is very liberal. 

In addition, it should again be noted that no exact adjustments 
have been made for speculative in-and-out trading (except to 
eliminate trading in excess of 100 per cent of the net outstanding 
shares) which accounted for a substantial proportion of trading 
activity in 1929. If such data were available, it is highly probable 
that it would be found that only a very small proportion of the 
outstanding capitalizations of these companies was acquired by 
investors in 1929 and that the major proportion of their holdings 
had been acquired at lower prices in earlier years. 


TRADING AT THE PEAK PRICE 


In light of the frequent statements and intimations that in- 
vestors were sold holding company common stocks at or about the 
1929 peak prices, an analysis of the number of shares that were 
actually turned over at about those levels proves interesting. 

Only 40,800 shares, or zy of 1 per cent of the outstanding total, 
were traded at the peak price established in 1929. More than half 
of this total was accounted for by two issues: 10,000 shares of 
Columbia Gas and Electric Company common stock changed 
hands at $140 per share—the all-time high—while 11,600 shares 
of United Corporation common stock were bought at $7533" per 
share. These were the only issues for which as much as ;'5 of 1 per 
cent of the outstanding shares were traded at the peak price. At 
the other extreme there were five issues (Commonwealth and 
Southern. Corporation common, Niagara Hudson Power Corpora- 
tion common, North American Company common, United Light 
and Power Company B, and Utilities Power and Light Company 


3* United Corporation common stock reached this peak level on two days— 
May 11 and September 23, 1929. 
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B) for which the high price was established with a transaction of 
only 100 shares.* 

In this connection the following statement made by Senator 
Barkley in the debate on the Public Utility Holding Company is 
of interest: “In 1929 the stock of the Associated Gas & Electric Co. 
sold at $72.50 per share, and at this price hundreds of thousands of 
shares were bought by the people who have been mentioned in the de- 
bale. .... 733 

Senator Barkley spoke of the “hundreds of thousands of shares” 
of Associated Gas and Electric Company A stock purchased by 
small investors at $723 per share. The record shows that the peak 
price for this stock was $72%, at which price exactly 500 shares 
were traded. Certainly not many “widows and orphans” could 
have purchased stock at that price. 


TRADING AT OTHER LEVELS 


On the day or days when the peak price or prices were reached 
for the common stocks of the companies included in this tabula- 
tion, trading activity in these shares totaled 2,607,120 shares, or 
1.62 per cent of the total outstanding shares less intercompany 
holdings. 

If an adjustment could be made for in-and-out trading, how- 
ever, it is highly probable that only a fraction of 1 per cent of the 
outstanding shares of these companies were purchased by invest- 
ors on the days when the peak prices were established. 

There was an aggregate turnover of 47,601,348 shares, or 29.6 
per cent of the total outstanding in the hands of the public within 
10 per cent of the peak price. However, three issues could have 
been bought in their entirety at this price level, i.e., Electric Pow- 
er and Light Corporation common stock, United Corporation 
common stock, and Utilities Power and Light Company A stock. 
For these three issues the aggregate trading was 6,291,079 shares 
in excess of the total held by the public. After deducting this ex- 


32 It should be kept in mind that these data for trading at the peak price are only 
for the New York Exchange Stock and the New York Curb Exchange. Comparable 
data were not available for the six out-of-town exchanges, but in any event it would 
not have changed the record materially. 


33 Congressional Record (Senate), June 11, 1935, p. 9047. (Our italics.) 
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cess, the maximum number of shares that could have been pur- 
chased by bona fide investors was 41,310,271, or 25.69 per cent of 
the total. 

The total trading within 25 per cent of the 1929 peak price 
amounted to 110,677,202 shares, or 68.8 per cent of the outstand- 
ing common stock of these companies. All the outstanding shares 
of seven of the twenty-five issues theoretically could have been 
purchased by bona fide investors at this level of prices, since these 
were the only issues for which trading activity exceeded the out- 
standing shares (less those held intercompany). The aggregate 
trading in these seven issues was 26,542,366 in excess of the out- 
standing shares. If the total trading is adjusted to eliminate this 
excess, it is found that the maximum number of shares that could 
have been purchased of all the selected holding companies is 
reduced to 84,134,836, or 52.3 per cent of the outstanding shares 
less intercompany holdings. y 


SUMMARY 


Summarizing the above analysis it is found that the maximum 
proportion of outstanding shares (less those held intercompany) 
that could have been purchased at various price-levels were as 
follows: at the peak price 75 of 1 per cent; on the peak day 1.6 per 
cent; within 10 per cent of the 1929 peak price, 25.7 per cent of the 
total; but for three companies (Electric Power and Light Cor- 
poration, United Corporation, and Utilities Power and Light 
Company A) the entire outstanding common-stock capitalization 
theoretically could have been purchased; within 25 per cent of the 
1929 peak price, 52.3 per cent of the total, but for seven out of 
twenty-five issues (Electric Power and Light Corporation com- 
mon, National Power and Light Company common, North Ameri- 
can Light and Power Company common, Public Service Corpora- 
tion of New Jersey common, United Corporation common, United 
Light and Power Company A, and Utilities Power and Light Com- 
pany A) the entire outstanding capitalization theoretically could 
have been purchased. 

It cannot be emphasized too strongly that these proportions 
represent the maximum amounts that could have been purchased 
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only if every purchase was for a long-term investor. However, a 
large proportion of the trading turnover in active stocks such as 
those treated in this analysis represents in-and-out speculative 
trading activity rather than accumulation by investors. It is 
clear that the proportion of the outstanding public utility holding 
company stock actually acquired by investors at or near the 1929 
peak prices was relatively small, except for certain securities, and 
that it was physically impossible for investors to have acquired all 
the outstanding common stock of each of these companies at 
prices even within 25 per cent of the all-time highs reached in 
1929. These data also clearly show that the “huge losses” alleged 
to be suffered by investors whenever the market declines repre- 
sent in the main the reduction or elimination of paper profits, since 
only small amounts of stock—even for active issues—can be ac- 
quired at boom prices. 

Thus the technique of measuring values in terms of prices that 
were in effect—in most cases for only a few sales, which in turn 
meant only a few minutes—is open to serious criticism in light of 
the impossibility for investors either to buy or to sell at those 
prices (or even near those prices) in any significant volume, On 
the one hand, the government has criticized the public utilities for re- 
valuing properties to conform to a price level that existed for a number 
of years, and, on the other, it goes to the extreme of measuring the 
values of the securities of these companies in terms of prices that ex- 
isted for only a moment and which, for all practical purposes, were 
virtually nonexistent in terms of the ability to buy or sell at those 
levels. 

That the losses suffered by holders of public utility holding 
company stockholders in the period following 1929 were very 
much exaggerated in the debates concerning the Public Utility 
Holding Company Act in 1935 has been clearly demonstrated. 
The analyses of new financing, book values, intercompany hold- 
ings, and availability of outstanding stocks in the public markets 
all indicate that the total investment in the securities of these 
companies was substantially less than the losses alleged to have 
been suffered and that on no conceivable basis could such large 
losses have taken place. 









































WEEKLY INDEX NUMBERS—MEASURING 
BUSINESS ACTIVITY 


GUENTHER BAUMGART 


USINESS managers are constantly asking: ‘“How’s busi- 
ness?”’ The problem of whether today’s gain was one to 
be expected because of the regular succession of seasons or 

one to be fostered as a step toward prosperity is a real one. The 
problems of whether to buy and produce or wait and lie idle may 
involve fortunes of money and masses of people. Therefore, 
executives are constantly seeking to find out when and how much 
business conditions change. They are constantly inquiring about 
the amounts of goods produced and consumed during recent 
weeks. 

To help answer these questions, to indicate the nature and 
timing of business changes, several journals and economic serv- 
ices have prepared indexes of business activity which are pub- 
lished regularly, as soon as possible after the period to which they 
apply. 

Broadly, business activity is the human, mechanical, and 
organizational effort put forth to satisfy the human wants which 
are met through purchases and sales that have occurred or that it 
is anticipated will occur. Business activity is not the value or 
price involved in exchange, because value and price are dependent 
upon the monetary unit and the forces which operate in the 
financial phases of the economy. “It is a physical concept, and 
can more accurately be termed business volume.’ 


TWO METHODS OF MEASURING 
There are, essentially, two ways of approaching the problem of 
measuring business activity. The first is to measure its reflections 
in the banking transactions of the nation by adding the transac- 
tions and allowing for that part of the total due to expansion and 
* N. H. Jacoby, University of Chicago, in personal conference. 
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contraction of price terms. The second is to measure directly, in 
physical units, goods and services produced. 

The first method has the advantage of being exceedingly com- 
plete because exact data regarding bank debits are compiled 
weekly for the Federal Reserve System. However, bank debits 
reflect financial operations. They include all the forces involved 
in the shifting value of the dollar unit, so that it is necessary to 
deflate them by dividing by indexes of the cost of living and of 
wholesale prices.’ 

The second method of measuring business activity—that of 
measuring directly in terms of physical units—does not involve 
the difficulties of removing the changing unit of measure. Kilo- 
watt hours or freight cars loaded represent pretty much the same 
units at all times. However, the problems of including all activi- 
ties and including them in proper proportion, which are well 
answered in dollar-value series, are difficult in the process of 
measuring physical units of business activity. 

It is necessary to survey all the different kinds of business 
activity and to evaluate for each its relative importance in the 
whole. Then it is necessary to find physical measurements which 
will accurately represent each kind of business activity and rep- 
resent it in proper proportion. 

A complete analysis of all the possible ways in which business 
activity can occur is obviously impossible. There are far too 
many minute divisions to permit the delegating of each operation 
to some section and subsection, though a perfect picture of busi- 
ness activity would result. Even if it were possible to classify all 
operations, there would be relatively few classifications important 
enough to measure and a great many whose net effect upon the 
final result would not be sufficiently significant to justify the 
work and expense involved in including them. 


“SELECTED SAMPLE”’ 


The compiler of weekly business-activity indexes is limited by 
having to select a minimum number of components because the 


2 Carl Snyder, “‘Deflated Dollar-Value Series as a Measure of Business,” Review 
of Economic Statistics, April, 1926. 
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statistical treatment involved and the various refinements neces- 
sary make the inclusion of a large number of series too unwieldy 
to handle during the short interval of one week. 

Therefore, because there are relatively few reliable measures of 
physical units of business activity, because only a few parts of the 
economy are responsible for most of the activity, and because the 
more important parts very well represent the less important parts, 
business-activity indexes are usually composed of “‘selected sam- 
ples” of physical-unit measurements taken from a few important 
and representative industries and combined to give an index as 
nearly as possible what a perfect index would be if, indeed, one 
could be known. 

Selective sampling is the process of employing each individual 
series because it represents a large, important category of business 
activity. That which the series actually measures is of secondary 
importance to that which it represents! For example, a great deal 
of attention is paid to the operations of the steel industry. This is 
because activity in that industry is accompanied by activity in 
many other industries: all the industries supplying the steel in- 
dustry, all the industries using steel products, and all the indus- 
tries dependent upon persons who derive their livelihood from the 
steel industry. Of course, steel operations themselves are a large 
part of the economy and therefore important in a measure of 
business activity. , 

Obviously, one or two additional measures as representative as 
steel-production activity would, with steel, produce an index 
which would indicate quite accurately the amount of activity in 
all business. 

CLASSIFICATIONS OF BUSINESS ACTIVITY 


Statisticians have chosen various combinations of measure- 
ments from the five main classifications: (1) manufacturing, (2) 
mining, (3) construction, (4) distribution, and (5) service. Each 
combination has its own virtues and limitations. Moody’s index 
with but three components and Barron’s index with ten com- 
ponents represent the extremes in inclusiveness. Because of the 
necessity of economizing the number of series employed, there is 
a specific reason for including or omitting each series considered. 
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Manufacturing —From any viewpoint, manufacturing is prob- 
ably the greatest single factor in the business economy. There are 
more people employed, there is more value created, and there is a 
greater portion of the total national income involved in this than 
in any other section of the economic system. Therefore, it must be 
represented first in an index of business activity. 

The most popular series employed for this purpose is the per- 
centage of capacity at which the steel-ingot plants operate. Be- 
cause the series is measured in relation to the capacity of the in- 
dustry, it is assumed that the industry will adjust itself to the 
demand for the product, so that the data automatically represent 
good or bad conditions separated from growth in the field. How- 
ever, it must be remembered that the steel industry increases its 
capacity in large units, which are built partly to relieve pressure 
on existing capacity and partly in anticipation of future demands, 
so that the automatic adjustments are not perfectly smooth but 
involve certain jumps. 

In addition to measurements from the steel industry, some of 
the indexes are further refined by including measurements from 
the automobile-, cotton-, and lumber-production industries. 

Automobile production is a measure of consumers’ durable- 
goods activity, and thereby it furnishes an indication of conditions 
among individual buyers, which, at best, are only indirectly meas- 
ured by the steel-industry data. However, data from the auto- 
mobile industry involve the difficult problem of allowing for ir- 
regularities in the industry which are not indications of business 
conditions. For instance, the change in the date of the New 
York automobile show some years ago caused the appearance of a 
second seasonal peak in the data. Furthermore, the automobile 
industry has exhibited several changes in rate of growth because 
it is relatively young. Thus, including the automobile industry in 
a weekly index of business activity may be considered a refine- 
ment, but not a truly major departure from omitting it. 

Likewise data from the lumber and cotton industries may be 
employed to give greater breadth to the selected sample of manu- 
facturing ac.ivity. Neither of these industries has officially pub- 
lished series of measurements of activity. Therefore, the individ- 
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ual index maker must prepare his own series from data furnished 
by whatever sources he can uncover. 

Mining.—The mining section of the economy responds to the 
demands from other business activity. It is justifiable, then, to 
omit it from all but the most complete indexes. Further, coal is 
hauled mainly in freight cars, so that, if the direct measure is 
omitted, mining may be indirectly represented in the coal-car- 
loading measurements. Petroleum is transported mainly in ships 
and pipe lines, so there is no indirect measurement available. 
Data taken directly from the petroleum industries are disrupted 
(1) by the flushing of new wells and (2) by controlled-production 
practices. Therefore, petroleum data are accorded importance in 
indexes such as Barron’s only; that is, indexes which evaluate 
series on the basis of their contribution to the national income. 

Construction.—The only usable construction series are quoted 
in dollar units. Furthermore, steel and lumber industries repre- 
sent, in part at least, activity in the construction industries. For 
these two reasons the exclusion of construction-industry data from 
weekly activity indexes may be justified. Those indexes which in- 
clude the series are forced to deflate the raw data with indexes 
of the cost of building construction. The statisticians who include 
data thus deflated feel justified in doing so because the accuracy 
of price-inflation measures which may be obtained for a single 
industry is considerably greater than it is for price-inflation meas- 
ures for such all-inclusive series as bank debits. 

Distribution.—To date the only recognized weekly series of dis- 
tribution data are the freight-car loadings compiled by the As- 
sociation of American Railroads. Carloadings measure transpor- 
tation, wholesale and retail trade, and even production. The 
means of distribution which compete with railroads, unfortunate- 
ly, are not measured with any degree of reliability. But goods are 
often moved by a combination of train and truck, train and boat, 
etc., thus allowing the movements to show in carloading units at 
one time or another. Carloadings are affected by the opposing 
biases of goods moving in anticipation of future sales and of goods 
moving in satisfaction of past sales. Which bias predominates 
does not seem to be known. In any event, carloadings per se rep- 
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resent significant activity in transportation and closely related 
industries. 

Service—Weekly measurements of kilowatt hours of elec- 
tricity produced by the public service companies reporting to the 
Edison Electric Institute are generally representative of all busi- 
ness. Furthermore, the data are peculiarly satisfactory because 
the nature of the product demands that production and consump- 
tion occur at one and the same time. The series is very stable in 
that its range is small, about one-fifth that of the percentage of 
capacity of steel-ingot production. This is because the household 
consumption of electricity reflects depression conditions less than 
industrial consumption. It might be well to include only indus- 
trially consumed electricity, but the data available in time for 
weekly-index purposes are compiled from meter readings taken at 
the power houses, and it is impossible to separate industrial from 
domestic use. 


STATISTICAL TREATMENT 


Weekly measurements, as they are drawn from the various 
business activities, reflect (1) business conditions—good or bad— 
and (2) conditions such as seasonal ups and downs, secular 
growth, and so on, which indicate only the time and circumstances 
under which the data were gathered. In order to study business 
conditions, other conditions must be measured and then elimi- 
nated. 

Seasonal variations.—The most obvious forces which appear in 
the weekly measurements are the seasonal conditions affecting 
each activity. Coal carloadings and electric-power consumption 
go up in winter, not because business is better, but because winter 
is a definite part of each year’s operations—business is good or bad 
as it varies above or below the seasonal levels. 

Therefore, the business-activity-index maker must eliminate 
these seasonal effects from the raw measurements. The statistical 
processes employed for these eliminations are varied, and some of 
them are involved,’ but they all reduce to the simple process of 


3 See any elementary college statistics text, e.g., Frederic C. Mills, Statistical 
Methods (New York: Henry Holt & Co., 1938). 
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observing what has been the seasonal behavior during the several 
recent years and computing a series of numbers to show the rela- 
tion of each week to the rest of the year. This may be done by 
adding several first weeks, several second weeks, etc., and dividing 
by the number of first, second, etc., weeks added. Or it may be 
done by various mathematical formulas. Simpler methods have 
the advantage of being more readily understood and more easily 
handled. But the simpler methods are quite inflexible, and they 
do not allow for variations in the seasonal pattern from year to 
year. The more complex methods allow for changing seasonal pat- 
terns, they more nearly describe what is thought to be actual fact, 
but they are difficult to handle and understand. Very often, too, 
they are refined far in excess of the data to which they are ap- 
plied. 

If the seasonal range is the same size, whatever the level of 
business, it is subtracted from the raw data. If, as is more often 
the case, the seasonal range varies with the level of business, the 
seasonal pattern is divided into the raw data so that the resulting 
figures are in terms of percentage of seasonal pattern. Indexes 
marked “adjusted for seasonal” have been treated in one of these 
ways. 

In addition to the effects of the various times of the year, there 
are necessary certain adjustments which might be classed as sea- 
sonal adjustments but which are not necessarily eliminated by the 
above procedures. Volume series, such as freight cars loaded, 
automobiles produced, etc., must be adjusted for those weeks 
which have fewer-than-normal working days because of some 
reason other than reduced activity. Thanksgiving, Christmas, 
etc., make such adjustments necessary before the seasonal pattern 
may be computed. 

Base and trend—-In addition to seasonal variations, raw data 
must have the physical units removed. One cannot add box cars 
and kilowatts into the same index. For this reason it has been 
found practicable to select a base period for which an average week 
is computed and to express all weeks as a percentage of that base. 
Thus each series is referred to its own average for the base period. 
If the base week is too high, everything referred to it will ap- 
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pear low—or, conversely, if the base week is too low, everything 
referred to it will appear too high. Therefore it is necessary to 
exercise care in selecting the base years so that the component 
series and the final index will appear realistic. The period 1923- 
25, which contains a complete cycle from good to bad to good con- 
ditions, is the most popular period employed. 

By referring the data to a base, all the series become expressed 
in one unit—percentage of the base. Thus it is possible to combine 
the different series. 

However, it is first necessary to consider secular trend (growth 
or decline), which may appear in the series but which does not 
reflect good or bad business. Electric-power consumption is grow- 
ing greater as time goes on; carloadings, in recent decades, have 
shown a tendency to decline. Because the effects of growth ob- 
scure the condition of business as shown by the series, this trend 
must be measured and then removed. 

The percentage of steel-ingot capacity in operation may be con- 
sidered as adjusted automatically if it be assumed that the capac- 
ity of the industry follows, in general, the normal needs of the 
nation. Experience has proved this practicable. Other series, 
however, are not so ideally measured. Therefore, methods have 
been devised to determine the growth or decline tendencies of any 
series. Probably the most simple is to plot the weekly data on a 
graph and draw a smooth line through the array of points, not 
necessarily connecting any two of them but following the course 
of them all. Divergences from the smooth line are then thought 
of as a measure of business conditions. 

More complicated methods of determining trend are available 
in various mathematical ratios and formulas, analyses of which 
may provide information about the character of the forces they 
express. Furthermore, formulas applied to trend studies may be 
represented by a smooth curve. 

But, whether measured by a graph or by complicated formula, 
the trend is eliminated by dividing or subtracting in manner 
similar to the seasonal eliminations. If trend is divided out, there 
is no need to employ a base period because the various points on 
the trend line represent a base for each week—a base which 
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accounts for the expanding or contracting forces normal to indus- 
dry’s ever changing economy. 

Activity indexes are merely a combination of series chosen 
from the various classifications of business and statistically re- 
fined. 

COMBINATION 

The simplest combination that may be employed is to add the 
various series and divide by the number of series added. This is 
called “combining with equal weights.’’ 

More complex combinations arise when index makers attempt 
to accord to each series weight with respect to its importance. 
The New York Times index is weighted by a combination of two 
principles: (1) a factor to allow for the differences in the ranges 
of the individual series, so that the series with the widest range 
will not dominate the pattern of the index, and (2) a factor in pro- 
portion to the relative importance of the component industry and 
its reliability as a business indicator. The first factor may be com- 
puted from the data, the second factor is, at best, arbitrarily 
assigned. 

Of course, if one is computing an index of industrial production, for ex- 
ample, one can use some straight statistical basis for assigning weights 
such as the value added by manufacture or the number of employees in each 
industry. 

In the weekly business index, however, we have a mixture of various types 
of statistical series for which there is no exact mathematical series for deter- 
mining the relative importance of each series. Consequently, there is a con- 
siderable element of personal judgment involved in the selection of the 
proper weights. This judgment, on the other hand, is based on a great many 
years of experience in the construction of business indexes, so that it is to be 
hoped that the weights chosen will be found reasonably satisfactory.s 

The index makers of Business Week combine consideration of 
range and economic importance into one operation. 

In order to determine the weights for the components of our index, Busi- 
ness Week first went through the laborious procedure of determining the net 
contribution to national income in various departments of our economic life, 


4 Occasionally the term “unweighted” is used to describe an index thus combined, 
but this is incorrect because every component is accorded some weight as evidenced 
by its inclusion. “No weighting,” “without weights,” would imply exclusion. 


5 D. W. Ellsworth, editor of the Amnalist, in letter to author, August 17, 1939. 
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embracing manufacture, mining, agriculture, transportation, and so forth. 
After attaining numerous such evaluations, it then became necessary to as- 
sign weights in accordance with those evaluations to the statistics available 
on a weekly basis. 


TABLE 1 


COMPONENTS AND WEIGHTS OF WEEKLY 
BUSINESS-ACTIVITY INDEXES 






































Classifi- New York Times Business Week Barron’s Moody’s 
cations 
69.4T 
Manu- Percentage capac-| Percentage capac-| Percentage capac-| Percentage 
factur- ity steel-ingot ity steel-ingot ity steel-ingot capacity 
ing production, 10;*} production, 23;*| production, 26;{| _steel-in- 
automobile pro- automobile pro- automobile pro- got pro- 
duction, 3;* duction, 10* duction, 15;f duction, 
lumber pro- cotton con- P 
duction, 6;* sumption, rot 
cotton-mill ac- 
tivity, 5* 
Mining Bituminous coal 
Production, 
17;t petroleum 
output, 32 
Con- Residential con- | Building con- 
struc- struction, 4;* struction, 9.1* 
tion engineering 
construction, 6* 
16.2T 
Distri- Miscellaneous car-| Miscellaneous and| Total carload- Total car- 
bution loadings, 19;* merchandise ings, 11.2;f load- 
all other car- carloadings, miscellaneous ings, 3* 
loadings, 8* 22;* all other carloadings, 
carloadings, 4.2;{ merchan- 
20* dise carload- 
ings, 0.8} 
Service | Electric-power Electric-power Electric-power Electric- 
production, 49 production, 15* production, power 
<9" produc- 
tion, 3* 
* Weights. t Classification weights. t Weights of subgroups in classification. 


After those refinements, it was found that the resulting index did not con- 
form to what was generally thought to be the cyclical behavior of business, 
whereupon we entered a period of experimentation assigning semi-arbitrary 
weights to the various components to get what we felt was a correct pattern 
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as well as an index weighted in accord with our conception of what an index 
should be. 

In other words, in the final step, the weights essentially were pragmatic 
weights; and in any index designed to be a weekly index, in which the factors 
available are limited in number, that is the only honest approach to the 
problem.® 

TABLE 2 
STATISTICAL TREATMENT OF WEEKLY 
INDEXES OF BUSINESS ACTIVITY 








ELIMINATIONS 
WEIGHTING 
RATIONALE 





Seasonal Base or Trend 





Ratio to month- | No adjustment to per- | Inversely proportional 
ly link relative centage capacity to range, directly pro- 
(carloadings measures; others portional to econom- 
subtracted) ratio to smoothed ic, and representing 

steel series importance; arithme- 


: tic mean 





Business Ratio to season- | Individual series ra- Based on compilers’ ex- 
Week al computed tio to 1923-25 aver- perience; arithmetic 

from Fourier age week mean 

Series to trend 





Barron’s Ratio to season- | Individual series ratio | Proportional to value 
al pattern to 1923-25 average added by each com- 
week; composite ad- ponent’s contribution 
justed for population to the national in- 
and technological ex- come; geometric mean 
pansion 





Adjusted Individual series ratio | Each series unit weight; 
to 1928 weekly aver- arithmetic mean 
age 














Barron’s index makers, in contradiction to the above philoso- 
phy, employ weights in proportion to the contribution of each 
component industry to the national income. The method of 
weighting by an automatically, predetermined proportion is 
claimed to be desirable in that it is not subject to the errors of in- 
dividual judgment. However, this concerns only the actual pro- 
portions. The selection of the base to be used is subject to indi- 
vidual error as arbitrary as the pragmatic methods outlined 

6 J. A. Livingston, staff economist of Business Week, in letter to author, July 27, 
1939- 
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above. The selection of value added by manufacture, number of 
persons employed, total net worth involved, and so on might be 
more defensible if a complete measure were being computed for 
specific purpose. Then each series could be weighted according to 
its contribution to the purpose at hand. However, it must be 
remembered that weekly indexes of business activity are selected 
samples, designed to be generalized as much as possible. 

No matter how the indexes are weighted, they are all based 
upon methods which are logically sound, even though considera- 
bly different. Thus any, or all, of the accepted business-activity 
indexes may be used as valuable aids in making business deci- 
sions, determining policies, and in planning production and sales 
campaigns. 

USING BUSINESS INDEX NUMBERS 


The index numbers which are published are the results of a 
series of selections and manipulations. Prosaically, they are mere- 
ly averages of a few measurements made during the week to 
which each applies. That is, an index is just a collection of num- 
bers. Certainly there is little more. 

The statisticians who compile indexes and the executives who 
study them, however, find that these indexes contain subtleties 
and significances which are far more than just numbers. It has 
been noted that the indexes are general measures of business 
activity, expressed as relatives, computed from measurements 
made in physical units. Barron’s assume that their index reflects 
the activity of trade and the volume of production. Business 
Week says that its index measures the rise and fall of the nation’s 
production and consumption and the magnitude of the business 
cycle. Both think of their indexes as the answer to the question: 
“How’s business?” 

The answer is a measure of activity, of busy men satisfying 
human wants. High indexes mean much activity, which may be 
interpreted to signify good business conditions because many 
men are busy, many wants are being satisfied. Conversely, low 
indexes mean little activity, few men working, poor business, and 
few wants being satisfied. Weekly business indexes include noth- 
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ing more. Dollar values have been avoided. Seasonal variations, 
physical units, trend (secular) growth, and all other factors which 
tend to obscure the desired measurements have been eliminated 
wherever possible. 

It is important to remember, however, that because certain 
phases of the economy have been eliminated it does not mean that 
they are independent of business activity. Obviously, business ac- 
tivity, price, value, national income, industrial growth, and hu- 
man well-being are inextricably intertwined in their relationships. 
The study of business activity is but one part of the analysis of 
the economy. However, it is an important part, and business- 
activity index numbers are certainly significant beyond being a 
mere summary of the series of measurements of which they are 
composed. 


INDEX PATTERNS 
‘ 


Weekly indexes of business activity have an advantage over all 
other measures of business in that they are computed for short 
periods. Thus they measure rises and falls which occur entirely 
within a longer period such as a month or a year; they reflect 
business activity which would average out of monthly or yearly 
indexes. 

But the use of sampling procedure often results in domination 
of the index by one heavily weighted index component. If the 
industry from which the component is computed experiences a 
week that is more or less active than business in general, the index 
may swing out of line for a week or two. Obviously, index makers 
seek to minimize the number of times that such distortion is likely 
to occur. Unfortunately, they cannot eliminate them altogether. 

Therefore, though weekly business-activity indexes are more 
sensitive than longer-interval indexes, care must be taken to al- 
low for these irregularities. One week’s index is but slightly im- 
portant. By far the best and easiest method of studying these 
index series is with graphs. Allowance can be made mentally for 
abrupt and insignificant changes, and at the same time abrupt 
but persistant changes can be distinguished quickly. Further- 
more, sensitive indexes which rise and fall over a wide range can 
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be differentiated from steady indexes which usually rise and fall 
very little. Likewise, high or low indexes may be recognized. 

It will be noted that several weeks’ data, when graphed, fall 
into certain recognizable, recurring patterns. That is, all parts of 
the business cycle appear—rising, maximum, falling, minimum, 
and rising again. From one graph the picture of prosperity and 
depression can be seen in an instant—the picture of good and bad 
business. Analysis of the succession of such periods—their dura- 
tions and their intensities—is an important part of economic 
theory. 

Articles on indexes devote a good deal of attention to the high- 
est and lowest points. This is a dangerous practice, which is al- 
most certain to be misleading. The very highest and lowest points 
on weekly, and other, indexes are often the result of the abrupt 
changes which reflect out of proportion to their importance. It is 
preferable, then, to study the general levels of the indexes. In dif- 
ferent indexes, general highs and lows occur simultaneously. The 
reason is obvious. Business-activity indexes are all efforts to 
measure essentially the same thing. 

Characteristically, high periods and low periods, when mentally 
smoothed, display little change from week to week. They are pe- 
riods of stability; the curvature of the graphed line is slight. In 
direct contrast with the high and low periods there are periods of 
transition in which change occurs rapidly. Both persistent falling 
and persistent rising movements occur rapidly, usually during a 
few weeks or months. However, it will be noted, these rising and 
falling periods, too, display a character as consistent as the general 
high and general low periods: they maintain their course! 

These observations suggest that even more important than high 
and low and rising and falling periods are the periods which occur 
between them. These transition periods display definite curving 
characteristics—curvature. The graphs show that, if the curves 
are concave down, there is indication of increasing decline follow- 
ing a high, or slowing rise following a rapid-rise period. If the 
curves are concave up, there is indication of slowing fall or speed- 
ing rise. Usually the curves are concave down during high periods, 
concave up during low periods. Therefore, the time when busi- 
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ness-activity indexes changes from concave down to concave up is 
certainly important and should well be noted in a thorough analy- 
sis.’ It is at these times that business conditions first indicate a 
shift in the circumstances which have been governing them. That 
is, the change from concave down to concave up indicates the 
presence of business conditions which will check rapidly falling 
activity, level it off, and finally turn it back upward again. Or 
the change from concave up to concave down indicates the pres- 
ence of business conditions which will check a rapid rise, level it 
off, and finally turn it back down again.* 

A complete analysis of weekly business-activity indexes must, 
then, include observation of the high and low periods, the rising 
and falling periods, and the times at which the curvature is chang- 
ing. Furthermore, these various pattern characteristics must be 
studied as they occur in two or more indexes graphed together and 
in activity indexes graphed with series representing other phases 
of the economy. 

Simultaneous patterns —Business indexes vary together—they 
all measure the same thing, highs and lows, rises and falls, occur 
at the same time. However, it may be observed that indexes 
which accord heavy weight to components with narrow range 
vary less than indexes which accord heavy weight to components 
with wide range. Thus the New York Times index rises less and 
falls less than Barron’s index. In the high ranges the more sensi- 
tive index is above, and in the low ranges the more sensitive index 
is below, the more stable one. A moment’s reflection will disclose 
that they must cross at approximately that point where the 
curvature changes from concave down to concave up or, con- 
versely, where the change is from concave up to concave down. 

Inverse patterns——Business indexes indicate activity. There- 
fore, if business indexes are charted on the same graph with some 

7 The time of change is called the inflection period, or inflection point. 

8 It is not always true that a maximum or minimum range occurs between two 
points at which concavity changes, though it is true that a change of concavity must 
fall between maximum and minimum segments. That is, changes from concave up 
to concave down and back to concave up can occur while the general direction of the 


curve is unchanged. This is because both concavity up and concavity down may 
occur on a rising segment or on a falling segment. 
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series that indicates inactivity, each phase of the former will occur 
at the same time as the opposite phase of the latter. Thus highs 
of the activity measures accompany lows of, say, business failures; 
and lows of activity occur with highs of failures. These curves, 
too, must cross at approximately the place where changes from 
one phase of curvature to another occur. That is, they intersect 
at about the time business failures pass from low to high and 
activity passes from high to low (or conversely). Failures and ac- 
tivity, then, mark inflections in each other, just as do activity 
curves of different range. 

Lag-lead patterns—In addition to series which vary directly 
with business activity and series which vary inversely with busi- 
ness activity, there are series, such as stock price indexes which 
vary slightly ahead of or behind the activity indexes. In 1937 the 
price index displayed abrupt and persistant falling a few months 
before business activity, and the next year the price index pre- 
ceded the activity in the rising segment. 


SIGNIFICANCE OF COMPARISONS 


Thus it may be concluded that the forces which drive business 
activity down either (1) have certain effects on other phases of 
the economy or (2) occur simultaneously with other forces, each 
possibly acting from a common cause. A slowing in the fall of 
business activity accompanies a slowing in the rise of business 
failures—indicating that forces causing bad business are letting 
up, even though they continue to cause activity to fall and failures 
to rise. 

Likewise other phases of compared series may be analyzed to 
indicate the forces at work. Much important information can be 
drawn from careful and detailed analyses no more difficult than 
the short sample presented here. Unfortunately, space does not 
permit further development in this paper. 


FORECASTING 

In order that these various relationships may be applied to 
actual business problems, some idea of what is happening and 
what is about to happen must be drawn from them. 
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Many statisticians have described many methods for so doing; 
however, the bulk of their discussions resolves into a twofold 
analysis. 

The first part of the analysis consists of following each series to 
be studied from as far back in economic history as data can be 
obtained, noting the sequence of patterns, the character of seg- 
ments which precede important phases of the business cycle, and 
thereby determining the most likely phase of the business cycle 
that is about to appear—i.e., historical analysis. 

The second part of the analysis consists of comparing the posi- 
tion of each index at the time of the study and concluding, from a 
knowledge of their relationships, what is about to happen—.e., 
cross-cut analysis. 

A combination of the methods—tracing each series back as far 
as it goes and studying its relationship at each point with the 
other series studied—will provide a base upon which business de- 
cisions may be made from conclusions about what is about to 
happen. 

However, it must be remembered that business activity rises 
out of human decisions and that successful predictions tend to 
affect the things that are predicted. Furthermore, it must be re- 
membered that the further ahead prediction is pushed, the greater 
is the chance of its being influenced by human actions, which are 
unpredictable. 

Weekly business indexes, as a part of all statistical analysis, 
therefore, are not a substitute for judgment and experience. They 
are, however, useful devices to aid sound reasoning! 
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RECENT TRENDS IN CHAIN-STORE TAX 
LEGISLATION’ 


MAURICE W. LEE 


I 


ETWEEN 10927 and 1938 fifty-three chain-store-taxing 
statutes were enacted in twenty-eight states.* Of these, 
some, such as the 1927 laws of North Carolina, Maryland, 

and Georgia, were declared unconstitutional; some invalidated 
in part, as the Iowa law of 1935 and the Wisconsin measure of 
the same year. Others were so mild, or even nondiscriminatory, 
as scarcely to belong in an “‘anti-chain” classification.’ One thing 
was evident, however: Through the end of 1937 there had been 
no abatement of the trend of hostile legislaton. (The year 1937 
witnessed the enactment of eight different taxing statutes of vary- 
ing degrees of severity and produced perhaps the most crushing 
of all the court decisions against the chains—The Great Ailantic 
& Pacific Tea Co. v. Grosjean, 57 S.Ct. 722—which sustained the 
severely punitive Louisiana tax graduated in terms of the number 
of stores wherever located, whether within the state of Louisiana 
or elsewhere.) The Miller-Tydings bill set off a flood of state 
price-maintenance statutes, and a similar path was being trod in 

? This article is, in part, a continuation of an earlier study by the present author: 
‘‘Anti-Chain-Store Tax Legislation,” Journal of Business of the University of Chicago 
Vol. XII (July, 1939). That volume, although published one year ago, covered 
only those developments which, for the most part, had taken place before January 1, 
1938. The study was, therefore, in a sense, somewhat out of date at the time it was 


published. It is the purpose of the present article to bring this earlier analysis down 
more nearly to the present. 

2 See “‘Anti-Chain-Store Tax Legislation,” ibid., p. 26. The twenty-eight states 
were: Alabama, Arizona, California, Colorado, Florida, Georgia, Idaho, Indiana, 
Iowa, Kentucky, Louisiana, Maine, Maryland, Michigan, Minnesota, Mississippi, 
Montana, New Mexico, North Carolina, Pennsylvania, South Carolina, South Da- 
kota, Tennessee, Texas, Vermont, Virginia, West Virginia, and Wisconsin. 

3 Virginia, 1928. 
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the wake of the Robinson-Patman Act of 1936. On the whole, 
1937, viewed from the position of the corporate chains, was one 
of the most gloomy years in the entire panorama of anti-chain 
legislation. 

Ever since 1931, when the United States Supreme Court up- 
held the Indiana law,‘ the tide had been moving steadily against 
the chains. A few of the laws had been invalidated in part, only 
one in toto. Table 1 summarizes the situation.’ 


TABLE 1 


COURT DECISIONS ON CHAIN-STORE TAXES 
1932-37 (INCL.) 








U.S. Other 
Result Supreme US. 
Court Courts 





‘i 8 6 
2 I 2 
I ° 3 





5 3 Il 

















* ‘Partial’ refers to those statutes which embraced both a tax 
based upon gross receipts and one computed in terms of the num- 
ber of stores in the chain. The courts invalidated the gross-receipts 
sections, leaving the rest to stand. 


The chain stores had been successful only in their efforts to 
obtain the invalidation of those taxes which were computed in 
terms of the gross-sales volume of the chain. The court said in 
Wadhams Oil Company v. Henry, 218 Wis. 506 (1935): 


The Act “in imposing a graduated tax on gross income is so arbitrary, 
so unreasonable ‘and discriminatory that it denies to plaintiffs the equal 
protection of the laws guaranteed by the Fourteenth Amendment. 

“There is no constant or reasonable relation between gross income and 
net income, or between gross income and the size in so far as the number of 
stores is concerned, of an integrated chain or between its gross income and 
its ability to pay a tax imposed at rates increased progressively for the 
higher tax brackets of income; and there is no reasonable relation between 


4 State Board of Tax Commissioners v. Jackson, 283 U.S. 527 (1931). 

5 This table is based, primarily, upon computations made by the author from 
data reported in Retailers Manual of Taxes and Regulations (New York: Institute 
of Distribution, Inc., 1939), pp. 33-55. 
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such graduations in the rate of taxation and the actual relative value to the 
parties taxed of the privilege which is enjoyed by each of them as an oper- 
ator of a chain store and which constitutes the subject taxed.’ 

The chains were forced to content themselves with whatever 
solace could be drawn from the refusal of the courts to sanction 
this one type of tax. The others, with a few minor exceptions, 
had obtained the blessings of the courts and remained available 
to penalty-minded legislators. 

The history of chain-store taxation suggests that the movement 
may logically be broken into three periods. The first begins with 
the enactment of the initial laws of 1927 and continues to 1931 
when the United States Supreme Court upheld the constitution- 
ality of the Indiana law. During this first period, the experimental 
era, the legislative bodies were becoming acquainted with anti- 
chain taxes and were searching for some pattern acceptable to the 
courts.’ The second phase of the movement begins with the Indi- 
ana decision and continues through 1937. This may be char- 
acterized as a period of militant anti-chain sentiment, at least 
in so far as the taxing statutes are concerned. 

In the earlier period, terminating with 1931, only twelve laws 
had been passed, four of which were enacted to replace previous 
statutes which had been declared unconstitutional. By way of 
contrast, the second period, 1931-37, produced forty-one such 
laws in twenty-one states. Further evidence of the hostile nature 
of this period may be found in the fact that a total of 849 anti- 
chain-taxing bills were introduced in the legislatures of all of the 
states and in the District of Columbia. 

The third phase of the tax-regulation movement begins after 
1937. It is the intent of this article to explore that period be- 
tween January 1, 1938, and May 1, 1940. 

6 Invalidating the gross-sales section of the Wisconsin Anti-chain Taxing Law 


of 1933. 

7 The Georgia, Maryland, and North Carolina laws of 1927 were invalidated 
in 1928: ‘he South Carolina law of 1928 was held invalid in the following year, and 
the Georzia law of 1929 was held unconstitutional in 1931. The Indiana law was 
the first to obtain the approval of the U.S. Supreme Court (283 U.S. 527 [1931)]). 
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II 


In the two years preceding 1940 only 118 proposals to tax the 
chains were introduced in the various state legislatures, a total 
smaller than the number introduced in any of the following single 
years: 1931, 1932, 1933, or 1935. In 1938 only 19 bills were intro- 
duced, the lowest number since 1928. The only proposal among 
this list which succeeded in passing the state legislative bodies 
was an amendment to the Mississippi bill of 1936. This amend- 
ment effected no change in the rates imposed under the 1936 
law, to which it applied, but did revise the method of computing 
the total number of stores for tax purposes. Prior to 1938 the 
state had used the cumulative method of computation common 
to most of the states. When the amendment went into operation, 
however, the chains were required to multiply the total number 
of stores in their respective systems by the tax rate applicable 
to such a number.? It is evident that the result, under the amend- 
ment, is much more burdensome to the chains than was the 
previous method of computation, and the Mississippi amendment, 

8 Only seven states participated: Arkansas, Louisiana, Massachusetts, Missis- 
sippi, New Jersey, New York, and South Carolina. Of these, Mississippi led the 


list with four separate bills. Arkansas had only one, and the rest ranged between 
these extremes. 


® To illustrate, let it be assumed that the following is the tax schedule of a 
given state: 
Number of Stores Tax per Store 


Let it be further assumed that a chain having 24 stores is considered. The tax 


would then be computed as follows: 
Tax per Store 


First store 

Next four ($20 each) 
Next five (30 each) 
Next ten (50 each) . 
Final four ($100 each) 


Total tax bill 


The method just noted is that used by the majority of the states. In Mississippi, 
however, after the passage of this amendment the computation would be as follows: 

Total number of stores, 24 (tax rate 21 and over, $100 each). 

Total tax, 24 X $100 = $2,400, as compared with $1,130 under the method 
used before enactment of the 1938 amendment. 
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the only change of the year, must, from the chain viewpoint, be 
chalked up as a negative factor. The chains felt, however, that 
the year 1938, which witnessed the appearance of no new bills 
approved by state legislatures, was to be considered as the most 
favorable since the taxing movement began. 

This point of view must be discounted, however, for at least 
two reasons. In the first place, 1938 was an off-legislative year. 
As a result there is a tendency for a biennial fluctuation to de- 
velop with regard to the appearance of new bills, the low point 
falling on the even-numbered years. As a second factor, it should 
also be recognized that by 1938 so many of the states had already 
enacted anti-chain-taxing laws that it would have been more sur- 
prising than otherwise had a decline in annual increment not 
been experienced. However, in the face of these two objections, 
1938 still remains the first year, since the beginning of the move- 
ment, in which no new anti-chain taxes were added to the list. 

In 1939 the legislators returned to the attack, introducing 
ninety-nine separate taxing bills—the largest number since 1935— 
although only two more than in 1937. By the end of the year two 
new bills had been added and two others were amended. 

In Montana, where one of the new bills was enacted, the stat- 
ute approved on March 11 was a restatement of the 1937 act, 
whicd had been declared unconstitutional on technical grounds.”° 
The act was divided into three parts. Part A imposed the usual 
type of levy with license fees graduated as the number of retail 
outlets under single management increased. Part B established 
a different and lower scale of graduation for retail units selling 
petroleum products, building materials, and lumber. Part C es- 
tablished a flat tax of $37.50 per unit on all wholesale stores. 
The act, although technically a new anti-chain law, is only a 
re-expression of the earlier (1937) measure. 

North Carolina was the other state adding a new anti-chain 
tax in 1939. This act superseded, and appreciably modified, the 


10 See Vaughn & Ragsdale Co. v. State. The invalidating decision rested on 
an error in the enacting clause of the 1937 law and had nothing to do with the actual 
content of the act, which appears fully acceptable in terms of previous court de- 
sions. 
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1937 act of that state. A general, graduated-per-store license tax 
was imposed upon the usual types of chain outlet, and a separate 
tax was established for the pumps of wholesale distributors of 
motor fuels. The rates under this latter portion of the tax follow: 


Number of Pumps Tax per Pump 


The North Carolina law differs from those in other states in 
many respects. The taxes under the act are made to apply to 
wholesale stores as well as to retail, no difference in rates existing 
between the two. Individuals, parternships, and separately incor- 
porated companies are specifically placed within the provisions 
of the law if they have the benefit of group purchasing or common 
management—a direct move toward the voluntary chains. 

South Dakota was one of the states which amended its chain 
tax in 1939. The new amendment, dated March 7, resulted in 
a downward revision of the rate schedule of the 1937 law but 
offset this by altering the method of tax computation. For the 
determination of levies the total number of stores owned by the 
taxpayer was considered as the total number, wherever operated, 
in South Dakota or elsewhere. In this fashion the act was made 
similar to the pattern set in Louisiana.” 

Tennessee was the other state which amended its anti-chain 
statute in 1939. The earlier (1937) act of that state was unique 
in that the tax imposed was based upon the floor space occupied 
by the chain units. For each unit in excess of one a tax of $3.00 
per each 1oo square feet of floor space was levied. The 1939 
amendment established a higher rate for out-of-state chains. 
“Foreign corporations, even though domesticated, and domestic 
corporations, if controlled by foreign corporations,” were required 

™ The 1934 law, approved by the U.S. Supreme Court in Great Atlantic & Pacific 


Tea Co. v. Grosjean, 301 U.S. 412 (1937). For a discussion of this decision see 
‘‘Anti-Chain-Store Tax Legislation,” of. cit., pp. 35-39. 
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to pay a 50 per cent higher rate, $4.50 per 100 square feet. This 
amendment was enacted on March 2, and the chains immediately 
entered protest through the courts. On July 14, 1939, the amend- 
ment was declared unconstitutional by the State Chancery 
Court (Great Atlantic & Pacific Tea Co. v. State [Chancery Court, 
July 14, 1939]). 

Since the Tennessee amendment has been declared unconstitu- 
tional and the Montana law was only a re-enactment of the 1937 
law of that state, the box score for 1939 appears to read: 1 new 
bill (North Carolina); 1 amendment (South Dakota), a fairly 
satisfactory outcome from the chain point of view, in light of the 
fact that 1939 was a year in which nearly all of the legislatures 
met.” 

No new bills were added to the total in the first four months 
of 1940. In the state of Mississippi a bill was introduced in the 
state senate providing for a composite chain tax. A flat tax was 
provided for chains having five or more stores, and a gross-re- 
ceipts tax, flat at one-eighth of 1 per cent on gross sales, was 
coupled with it. In the senate, where a three-fifths majority was 
needed for passage, the vote was 23 to 22 against the measure. 
This vote, recorded on April 16 of this year, is significant in that 
it suggests a decline in anti-chain sentiment in a state which has 
shown itself consistently hostile to the chains. The first Missis- 
sippi taxing bill was passed in 1930 and remained in operation 
until superseded by a 2 per cent gross-sales tax law in 1932. In 
1936 another chain-store-taxing bill was passed, and this in turn 
was amended when next the state assemblies met in 1938. 

The period of two and one-third years between January 1, 
1938, and May 1, 1940, saw a total of two new bills and three 
amendments added to the list. As of May 1, 1940, there were 
state chain-store-taxing statutes in operation in nineteen states." 


12 There were only eight states whose legislatures did not meet in 1939. 

13 These were: Alabama, Colorado, Florida, Georgia, Idaho, Indiana, Iowa, 
Louisiana, Maryland, Michigan, Mississippi, Montana, North Carolina, South 
Carolina, South Dakota, Tennessee, Texas, West Virginia, and Minnesota, whose 
1933 law had been invalidated in 1939, although replaced in 1937 by the law now 
in effect. The Virginia law is so mild and nondiscriminatory as perhaps to render 
it unfit for classification in this list. 
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On July 1, 1939, the Wisconsin law of 1937 expired, having been 
enacted for a two-year period. This the chains considered impor- 
tant because Wisconsin had been one of the leading tax-imposing 
states, having passed four different imposts between 1932 and 
1939. With the expiration of this law in July, Wisconsin dropped 
from the list of taxing states for the first time since 1932. 


THE COURTS AND THE CHAIN-STORE TAXES 


That there has been a considerable change in court attitude 
concerning these taxes is unquestioned. Whereas the corporate 
chains found little room for optimism following their courtroom 
experiences prior to 1938, one chain executive writing in mid- 
1939 was able to say: “‘... . Recent decisions by state Supreme 
Courts on the subject of chain-store taxes have been encouraging 
to the chains in one way or another, and discouraging to pro- 
ponents of destructive tax burdens on multiple store systems.’’4 

During 1939 the supreme courts of Pennsylvania, Minnesota, 
and Kentucky declared the chain-store-taxing statutes of their 
states unconstitutional.’* The Georgia Supreme Court on Febru- 
ary 13, 1940, invalidated the municipal chain-store tax of Augusta, 
having earlier declared the Columbus, Georgia, statute unconsti- 
tutional. These two decisions are among the first by higher courts 
dealing with municipal taxes. 

In the Kentucky case the court commented upon the alleged 
differences between multiple-unit systems and the single-store 
unit, citing the following as generally assumed to justify differ- 
ential treatment of the two: superior management, abundant cap- 
ital, lower operating costs, greater buying efficiency, buying for 
cash and obtaining cash discounts, cheaper advertising, and 
centralized warehousing. But, said the court: 


These same points of difference appear between the owners of independ- 
ent units. One owner has an abundant supply of capital; another a limited 


4 John Arthur Reynolds, ‘Recent Court Decisions Help Chain Stores,’”’ Barrons 
July 10, 1939, p. 20. Mr. Reynolds is affiliated with the California Chain Stores 
Association. 

8 National Tea Co. et al. v. State, 286 N.W. 360 (1939) (Minnesota); American 
Stores Co. et al. v. State, 6 Atl. (2d) 826 (1939) (Pennsylvania); Great Atlantic & 
Pacific Tea Co v. State, 128 S.W. (2d) 581 (1939) (Kentucky). 
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supply. One buys for cash and obtains cash discounts; another buys on 
credit. One is skillful in buying; another is unskillful. One operates his 
business on the cash and carry plan, while another extends credit and oper- 
ates a delivery system. Skillfulness in buying and efficiency in management 
are personal attributes, regardless of whether the merchant owns one or 
more stores..... The quantity of capital employed .... arises from the 
size of the business, and not from the number of stores. A classification of a 
business, based on differences in number only, is without substance. 

The distinctions are perhaps valid between some chain stores and 
some independent stores, but they are equally valid, equally ex- 
istent, between one chain unit and another or between one inde- 
pendent store and another, and they are not a characterizing 
difference between chain and single units of such degree as will 
merit the extremes of discriminatory treatment involved in the 
chain-store taxes. 

The Kentucky tax was of the Indiana type, imposing a levy, 
the rates of which increased as the number of stores in the chain 
increased.” A similar pattern had been followed in the framing of 
the Pennsylvania law in 1937, the rates of which were scaled from 
$1.00 on a single store to $500 on each store in excess of 500 under 
single management.*? 

Although the grounds upon which the Pennsylvania Supreme 
Court invalidated the state law turned upon a technical applica- 
tion of a clause in the state constitution prohibiting graduated- 
income levies, the court was not hesitant about expressing its 
dislike of the discriminatory treatment accorded the chains, say- 
ing: “.... There is no reasonable distinction between the number 
of stores and the amount of the tax... . that buying power de- 
pends on volume and has no relation to the number of units.’”* 
The law had been handcuffed from its inception by numerous in- 
junctions and received its first direct setback in the county court 
of Dauphin County (Pa.) on February 20, 1939. This court, in 
ruling the act “unreasonable, arbitrary, and capricious,” stated 
the technical grounds upon which it was invalidating the measure 
in this fashion: “. . . . In none of the other states . . . . was there 
a decision holding that graded income or inheritance taxes were 

6 Acts of 1934 (Kentucky), c. 26. *7 Laws of 1937 (Pennsylvania), No. 344. 
18 American Stores Co. et al. v. State, 6 Atl. (2d) 826 (1939). 
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invalid such as in Pennsylvania.” This same interpretation was 
adopted by the state supreme court, and the chains had won 
their most important victory, driving the taxing statute out of 
the first (and only) industrial state in which such a measure had 
been passed. 

The chain victory in Minnesota appears much less impressive 
than the two just cited. The state had already repealed the law 
in 1937 (it was passed in 1933), and the chains were fighting pri- 
marily for a return of sums paid in under the gross-sales portion 
of the act. Taxes computed as this section required had already 
been invalidated by the United States Supreme Court.’? The 
chief result of the Minnesota decision: one and one-half millions 
of dollars in taxes were ordered returned to the chains.?? There 
the case rested while an appeal was taken to the United States 
Supreme Court, and that body gave its provisional ruling on 
March 25, 1940.% The majority opinion decreed that the deci- 
sion of the Minnesota court did not indicate whether the act had 
been invalidated on state or federal grounds. Justice Douglas, 
reading the majority opinion, said: “. .. . If the State court in- 
validated the tax because it violated the State constitution, the 
Federal Supreme Court would have no power of review, while it 
would have such review power if the decision rested on Federal 
grounds.” The case was ordered returned to the state court for 
clarification. The dissenting opinion was based on the belief that 
the lower-court decision was not based on federal grounds, on an 
interpretation of the state rather than federal Constitution, and 
that the Minnesota law had been found objectionable under the 
Minnesota constitution. Therefore, stated the dissenting mem- 
bers of the court, the case should have been dismissed and the 
state-court decision allowed to stand. 

19 Stewart Dry Goods Co. v. Lewis, 294 U.S. 550 (1935), invalidating chain taxes 
of the gross-sales type. 

20 National Tea Co. v. State, 286 N.W. 360 (1939). 

2 State v. National Tea Co. (March 25, 1940), U.S. Supreme Court. Mr. Justice 
Douglas read the majority opinion. Chief Justice Hughes and Justices Stone and 
Roberts joined in a dissenting opinion. 

22 See ‘‘U.S. Supreme Court Vacates Ruling on Minnesota Chain Store Tax,” 
Commercial and Financial Chronicle, March 30, 1940, p. 2017. 
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This decision, innocent enough on the surface, appears to be 
packed with a force capable of reversing the trend of decisions 
extending from 1935 and covering the gross-sales type of chain 
tax. Since 1935 the state courts have consistently followed the 
lead given them by the United States Supreme Court in the Ken- 
tucky case. In Wisconsin, Iowa, and Florida state courts invali- 
dated gross-sales taxes, and the United States Supreme Court 
supported them either by affirming their decisions or by refusing to 
hear appeals.?? In Vermont, South Dakota, and New Mexico the 
states did not even seek United States Supreme Court review of 
similar decisions by the state courts.*4 The issue taxes based upon 
the gross-sales volume of the chain appeared to have been well 
settled by state and federal decisions. It now appears, however, 
that the highest court, with its altered membership, is not willing 
to follow this precedent completely. Had it been w“lling to do 
so there would have been much less necessity for dividing over 
the question of whether the lower court had reached its decision 
in terms of state or federal constitutions. The present opinion of 
the United States Supreme Court carries thei mplication that such 
a law may not be a contradiction of the federal Constitution. 
If this implication is correct it is a foreboding one for the cor- 
porate chains, inasmuch as it opens wide the whole field of state 
taxation, paving the way for the reappearance of supposedly out- 
lawed bills. The decision itself is less important than the impli- 
cations it raises in the direction suggested. 


THE COURTS AND THE “VOLUNTARY’’ CHAINS 


Highly significant at the present time is a series of cases which 
have appeared during the last two years dealing with the position 
of the “voluntary” chains under the taxing statutes which were 
originally intended for the corporate groups. 

On February 1, 1939, the Supreme Court of North Carolina 

23 These cases were: Wisconsin: Ed Schuster & Co. v. Henry, 218 Wis. 506; 


261 N.W. 20; Iowa: Graham Dept. Stores v. Valentine, 12 F. Supp. 760; Fiorida: 
State ex rel. Adams v. Lee, 122 Fla. 639; 166 So. 227. 

24 These cases were: New Mexico: Safeway Stores, Inc. v. Vigil, 40 N.M. 190; 
128 S.W. (2d) 581; Vermont: Great Atlantic & Pacific Tea Co. v. Harvey, 177 Atl. 
423; South Dakota: Barnsdall Corp. et al. v. Welsh, 64 S.D. 647; 269 N.W. 853. 
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handed down a decision which did much to clarify some of the 
hitherto unsettled aspects of the problem.** A group of forty-two 
individually owned drygoods stores in the state were marked for 
levies under the North Carolina statute, principally because they 
operated under a common name and did their purchasing in co- 
operative fashion. The state Supreme Court held them liable 
under the act for the regular chain-store taxes, and Belk Brothers 
Company, the central organization, filed a plea for a reconsidera- 
tion of the issue before the United States Supreme Court. On 
June 5, 1939, this body offered unpleasant prospects for the vol- 
untary chains of the country when it refused to review the case. 

A somewhat similar case, though presenting a slightly different 
set of facts, had been settled two years earlier, likewise in North 
Carolina.” The Shell Petroleum Corporation, in order to escape 
the punitive state chain-store tax, had leased 130 filling stations 
to their former managers, thinking thus to avoid being classified 
as a chain. The court said that although the Shell Company did 
not exercise full control over all the actions of the dealers in the 
legal sense, its actual control was so effective that little room 
was left for independent action by the proprietors. At the same 
time the Shell Company was enjoying the major advantages of 
chain organization; it operated under contracts whereby the 
dealers were required to buy at least 50 per cent of their mer- 
chandise from Shell. The individual stations, in turn, were 
granted the right to continued use of the uniform distinctive Shell 
colors, and, although required to buy only half their merchandise 
from the company, they had, in practice, confined their operations 
almost exclusively to the Shell line, taking advantage of adver- 
tising and other services which the company had to offer. Appeal 
to the United States Supreme Court was unsuccessful. That body 
refused to reconsider the findings of the North Carolina Court, 
and the Shell license agreement did not absolve the company from 
liability under the chain-store tax. 

25 State v. Belk Bros. Co. (February 1, 1939) N.C. Supreme Court. Petition for 
reconsideration, U.S. Supreme Court denied (June 5, 1939). 


26 Maxwell v. Shell Petroleum Products, North Carolina; certiorari denied, U.S. 
S.Ct., 90 F. (2d) 39 (October 11, 1937). 
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On May 29, 1939, the Colorado Supreme Court added another 
decision to this panel of rulings.?”7 The state sought to collect 
license fees from a chain organization selling automobile acces- 
sories, electrical appliances, and other equipment. The Gamble 
organization, the company involved, had effected a system in 
which there were five admitted outlets in regular chain relation- 
ship to the mother-company. Another group of stores had been 
joined in contract relationship with Gamble-Skogmo and given 
the right to use the name “Gamble Store Agency.” There were 
19 such stores in Colorado in 1935, 31 in 1936, and 30 in 1937. 
The Gamble-Skogmo Company, while admitting the right of the 
state to collect chain-store taxes for the five regularly affiliated 
outlets, denied that this right extended to the “agency” stores. 

The state relied chiefly upon section 7 of the Colorado act, 
which states: “The provisions of this act shall be construed to 
apply to every person, firm, corporation, association or co-part- 
nership, either domestic or foreign, which is controlled or held 
with others by majority stock ownership, or ultimately controlled 
or directed by one management or association of ultimate man- 
agement.””* (Italics are the author’s.) 

It was charged that the “agency” stores, notwithstanding inde- 
pendent ownership, were ultimately controlled and directed by 
the company, and the following points were cited to support this 
contention: the company agreed (1) to furnish circulars and ad- 
vertising matter similar to that used in its regular stores; (2) 
to advise agency operators on methods of merchandising; (3) to 
sell them such merchandise as was regularly sold in the ordinary 
chain outlets. The operator in turn agreed (1) to purchase mer- 
chandise from the company; (2) to exhibit its merchandise in 
store windows and displays; (3) to exercise his best efforts to sell 
the merchandise of the company; (4) to give the company, in the 
event the agreement between operator and company was termi- 
nated, an option to buy from the operator all salable merchandise 
purchased from the company, all fixtures, and the right to take 

27 Bedford, State Treasurer v. Gamble-Skogmo, S.Ct. (Colo.) (May 29, 1939), 


No. 14390. 
28 Session Laws of 1935, Colorado, c. 216. 
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up any unexpired portion of the operator’s lease. Prices paid by 
the operator for merchandise obtained from the company were 
determined by the price at which such goods were sold in the 
regular chain outlets. Uniform store fronts and advertising em- 
phasis upon the Gamble name all tended to make for greater 
control and direction from the chain offices. The Gamble organi- 
zation contended, however, that individual ownership of the out- 
lets prevented any such central exercise of control as would make 
the “agency” stores fit subjects for taxation under the Colorado 


statute. 
The court weighing the evidence said: 


Notwithstanding this contention we are compelled to believe that on 
the one side there is an intimacy of regulation and on the other a fullness of 
submission which imports ultimate control in the company 
express terms of our statute, an operator is made liable for graduated license 
fees if multiple stores are ultimately controlled or directed by him. Under 
chain store tax statutes similar in principle to the Colorado Act, the courts 
have determined that “control” in the strict legal sense is not a requisite 
to this liability for the tax 

An examination of the contract . . . . in the light of the method of opera- 
tion as disclosed by the evidence, makes irresistible the conclusion that 
the purpose of the contract was to initiate a system from which both parties 
could reap all the advantages of chain store operation with immunity from 
the burdens thereof 

We, therefore, must conclude that within the meaning of the statutes, 
the operations of the agency stores were ultimately controlled and directed 
by the company, as a consequence of which it is liable for the payment of the 
multiple store license fees thereon as contended by the state 
agency store, like a satellite travelling in its independent orbit, primarily 
is guided by the planetary influence of the company. 

Although these cases by no means settle the position of the 
voluntary chains, they do present a thread which, unwound for 
another year or two, may prove disconcerting to the voluntaries. 
It seems clear that the court in Maxwell v. Shell Petroleum Prod- 
ucts (supra) meant to accomplish nothing more than the dis- 
allowance of efforts to evade the tax on corporate chains. In 
State v. Belk Bros. Co. (supra), the court went one step farther 
and acknowledged that sufficient “commonality” might well ex- 
ist even though stores were individually owned (the Shell case 
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involved a leasing agreement), if there was a common use of a 
single name. This position appears to have been considerably 
strengthened by the refusal of the United States Supreme Court 
to review the case and by the Colorado Supreme Court ruling in 
the Gamble-Skogmo case. Following this decision the Colorado 
state treasurer expressed the opinion that “use of a common 
name or store design (would) be enough to cause state officials 
to bring action against other voluntaries, and also against co- 
operatives.’’? Thus in the grocery field, where voluntaries and 
co-operatives flourish to the greatest extent, such organizations 
as Red and White and Independent Grocers’ Alliance may have 
to pay the graduated tax. As indicated, however, the issue is not 
settled yet, since no cases have appeared involving the pure vol- 
untary or co-operative chains. 


MUNICIPAL CHAIN-STORE TAXES 


Municipal chain-store taxation was inaugurated in 1931 when 
the city of Portland, Oregon, introduced per store license taxes 
ranging from a low of $6.00 on the first store to a high of $50.00 
on each unit over nineteen under single ownership or manage- 
ment.3° Since that time there has been an annual increment of 
these measures, and the period since 1937, by way of contrast 
with state legislation, shows no evidence of a decline in the trend. 

Although there is some uniformity between state chain-store 
taxes, this is not true of municipal legislation, which reproduces 
every type of tax found among the states and adds several others 
peculiar to the cities. 

In Savannah, Georgia, the chain-store tax incorporates the 
principle involved in the Tennessee state levy with stores classi- 
fied according to their floor space. One set of rates is applied to 
retail grocery stores having a floor space of less than 2,500 square 
feet, and a separate classification is established for retail grocers 

29 Statement of H. F. Bedford, state treasurer, as reported in Business Week, 
June 3, 1940, p. 14. 

3° For a brief discussion of the earlier phases of this movement see “‘Anti-Chain- 
Store Tax Legislation,” op. cit., pp. 22-24. The most complete presentation of 


municipal chain-store-tax laws known to this writer is to be found in Retailers 
Manual of Taxes and Regulations, pp. 133-36. 
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selling fresh meat (higher rates prevail here) and for stores having 
a floor space in excess of 2,500 square feet. Spartanburg, South 
Carolina, imposes a graduated-per-store license tax coupled with 
a tax on gross receipts, which graduates with increasing sales 
volume. West Palm Beach, Florida, also imposes a combination 
tax. A graduated license tax is joined with a flat tax of $1.50 for 
each $1,000 by which the stock in each store exceeds $1,000. 
Sumter, South Carolina, in its 1939 ordinance imposes a levy of 
$20 upon each merchant operating one store and couples this 
with a tax of fifty cents for each $1,000 of gross income in excess 
of $10,000 per year. The fifty-cent levy remains constant, but 
the license tax increases in amount as the number of stores under 
one management increases. Charlottesville, Virginia, in its 1939 
ordinance imposes a tax of ten cents for each $100 of sales made 
during the preceding year, but the tax is applicable only to per- 
sons operating a chain of twelve or more stores, wherever located. 

In December, 1938, Augusta, Georgia, enacted a chain-store- 
taxing law of the Louisiana type with rates rising to $1,200 per 
store on all stores in excess of 150 whether located in Augusta or 
elsewhere. The tax went into operation on January 1, 1939, and 
on January 24 of the same year the state Superior Court, Augusta 
Circuit, granted a restraining order to the Southern Grocery 
Stores, Incorporated. On October 21, 1939, this ordinance was 
declared invalid (Southern Grocery Stores, Inc. v. City of Augusta) 
by the same court, and the city council appealed to the Georgia 
Supreme Court, which on February 13, 1940, declared the meas- 
ure invalid and excused the Southern Grocery Stores, Incorpo- 
rated, from payment of the tax. 

In the meantime the citizens of Columbus, Georgia, had in a 
referendum vote asked their city council to enact a similar meas- 
ure. The Columbus chain-store tax went into effect on February 
I, 1939, with a Louisiana-type levy rising to $1,200 on all stores 
in excess of four hundred. The Great Atlantic and Pacific Tea 
Company filed a petition for an injunction before the state Su- 
perior Court, Muscogee County, and this motion was denied by 
that court on July 25, 1939 (Great Atlantic & Pacific Tea Co. 
v. City of Columbus). The chain then appealed to the Georgia 
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Supreme Court, and on November 16 the Columbus chain-store 
tax was invalidated on the ground that it would be “‘confiscatory, 
discriminatory, arbitrary, and therefore unreasonable.”’** 

This decision was taken by the court as the guiding case when 
it reviewed the Augusta municipal levy (Southern Grocery Stores, 
Inc. v. City of Augusta, Supreme Court of Georgia [February 13, 
1940)}). 











TABLE 2* 
MUNICIPAL CHAIN-STORE-TAX ORDINANCES, 1939 
Municipality Bete Type of Ordinance 
Effective 
a Jan. 1 Store License Tax 
Charmesten, S.C........... Jan. 1 Graduated Gross Sales 
Charlotte, N.C.f..........] July1 Store License Tax 
Charlottesville, Va........ May 1 Chain Sales Tax 
Columbus, Ga.f.......... Feb. 1 Store License Tax 
Fayetteville, N.C.f .......] July 1 Store License Tax 
Fredericksburg, Va........ Jan. 1 Chain Sales Tax 
Mount Airy, N.C.t.......| July 1 Store License Tax 
Roanoke Rapids, N.C.f...| July 1 Store License Tax 
Savannah, Ga.f.......... Jan. 1 Store License Tax 
Spartanburg, S.C..........] Jan. 1 Graduated Gross Sales 
MG Bs oso overseas Jan. 1 Store License Tax and 
Chain Sales Tax 











* Derived from data in Retailers Manual of Taxes and Regulations, pp. 133-36. 
t Louisiana type—total number of stores, wherever located. 
t Flat per store tax. 

There appear to have been no other instances of court review 
of a municipal chain-store tax during the period now under con- 
sideration. It should be noted, however, that many such issues 
are settled in the lower courts and are not reported, hence difficult 
to find. Despite these two decisions by the Georgia Supreme 
Court, the matter of municipal chain-store taxation is by no 
means settled. Earlier cases have sustained as well as disallowed 
such levies.** 

Although it is impossible to obtain a complete list of the many 
municipal chain-taxing ordinances, Table 2, covering the major- 
. 3t See Retailers Manual of Taxes and Regulations (rev. ed.; November 20, 1939), 
NO. I. 


32 Great Atlantic & Pacific Tea Co. v. City of Spartanburg (S.C.), 170 S.C. 262, 
in which the South Carolina Supreme Court upheld a municipal act. Cincinnati 
v. Oil Works, 123 Ohio 448, invalidating Cincinnati ordinance. 
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ity of the 1939 enactments, illustrates the nature of the move- 
ment and verifies the statement that it is by no means dying 
out, as may be the case with such state legislation. 


THE FUTURE OF CHAIN-STORE TAXATION 

There are today fewer state taxing laws in operation than ex- 
isted in 1937; the courts have invalidated three measures, and 
one has been allowed to expire without replacement. (The Min- 
nesota law, which was declared unconstitutional by the state 
Supreme Court in 1939, had already been replaced, as noted 
above, in 1937.) Over this same span of years only two new 
chain-store-taxing statutes were adopted. In no previous period 
since the movement became established in 1931 has the birth 
rate of these measures dropped below the mortality rate. 

In part the declining birth rate was due, no doubt, to the fact 
that such laws are in force in nineteen of the forty-eight states 
and, to some degree, a point of partial saturation may have been 
reached. There is more to the story, however, than this simple 
explanation provides. In the early days of the anti-chain move- 
ment legislators were subjected to considerable pressure from 
special-interest groups representing independent retailers and 
wholesalers. The failure of the chains to counter such actions with 
lobby pressure of their own can be explained in numerous ways. 
Perhaps they mistakenly assumed that consumer protests would 
establish, without expense to themselves, the most effective of 
all counterattacking weapons. Possibly they believed the move- 
ment would defeat itself and pass from the picture in the course 
of a few years. Whatever the reasoning may have been the chains 
were slow to develop their own machinery, and it was not until 
1937 that they began to tell their story to the legislators and the 
public. Thus, while economists all over the country have, for 
several years, been on record as opposed to the chain taxes, the 
public has shown little tendency to become concerned about the 
situation. All of this has been changed recently. 

The Congressional hearings on the proposed federal chain- 
store-taxing statute have produced a large number of witnesses 
embracing a wide variety of interests, all testifying to their be- 
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lief in the chain system of distribution and their dislike of anti- 
chain taxes.*3 Farmers of the country informed congressional 
members that the chain stores were of considerable value in the 
distribution of farm products. “Costs of distribution are too great 
under even the best existing system, and any plan, chain store 
or any other sound, legitimate way of distributing goods to con- 
sumers at lower costs should be encouraged instead of penalized, 
as the Patman Bill proposes.’’*4 Government officials joined in 
support of this position. A letter from Secretary Wallace was 
placed in the records. It read in part: 


Studies of the Federal Trade Commission and other agencies have indi- 
cated that the food chains have been able to introduce a number of econo- 
mies into the marketing system by the development of integrated mass 
methods of food distribution. 

The Department of Agriculture holds no brief for any particular type of 
food distributor, but it does believe that greater efficiency and lower costs 
in the marketing of farm products are of great importance to the farmer and 
the consuming public. 

Certainly it should be possible to provide suitable regulations which 
will prevent abuses and dishonest practices by chain stores. The department 
would be in favor of such regulation. 

However, we think it would be unwise and unnecessary to give up the 
economies which have been brought about by chain store distribution in 
order to prevent certain practices which may not be in the public interest.3s 


Thurman Arnold, speaking for the Department of Justice dur- 
ing 1939, repeatedly included anti-chain measures as among his 
examples of harmful public restraints upon trade.*° 

Representatives of labor interests entered the hearings to sup- 
port the chain stores. The president of the International Typo- 
graphical Union informed the subcommittee that punitive taxa- 
tion of the chains would be a serious blow to labor groups which 


33 Hearings before Subcommittee of House Ways and Means Committee on Patman 
Chain-Store Taxing Bill, April-May, 1940. 

34 Hearings, statement of Edward A. O’Neal, president of the American Farm 
Bureau Federation, April 14, 1940. 

35 As reported in ‘“‘Secretary of Agriculture Wallace Opposes Chain Store Tax 
Bill,”” Commercial and Financial Chronicle, April 6, 1940, p. 2193. 


36 New York Times, LVIII (January 2, 1940), 1. 
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were dependent, directly and indirectly, upon the continued 
profitable existence of such organizations.*7 Another labor spokes- 
man said: “Our members have had examples of how quickly a 
reduction in the number of chain stores affects their work. These 
have occurred in the States that passed laws penalizing chains 
on the basis of size.’’3* It was also stated that the enactment of 
such legislation would force store clerks to seek employment in 
other parts of the distributive system which “‘pay lower wages 
and demand longer hours.’’3? 

A representative of the National Grange said: “That there 
may be abuses in isolated cases in the chain store system of mer- 
chandising may be true, and it is quite likely that the same thing 
could be said about other systems of distribution. But we know 
of no general complaint that would in any way justify the de- 
struction of the larger chains as contemplated in the Patman 
bill.”’4° Another witness, speaking for the Massachusetts Fruit 
Growers’ Association, joined with a representative of the Oregon 
Apple Producers in declaring that the chains had been indispen- 
sable in handling normal crops and disposing of surpluses.“ A 
speaker representing the consumer interest said: ‘“The consum- 
ers realize the contributions and benefits of chain stores to public 
welfare, knowing that these stores pioneered in refrigeration and 
sanitation for the protection of the public health, and to preserve 
health qualities of food. Chain stores also inaugurated the ‘one 
price’ system of plainly marked food.” 

37 Hearings, statement of C. M. Baker, president of the International Typo- 
graphical Union, April 17, 1940. 


38 Hearings, statement of John B. Haggerty, chairman, Board of Governors, 
Allied Printing Trades Association, April 20, 1940. 

39 Hearings, statement of Fred Brenckman, Washington representative, National 
Grange, April 25, 1940. 

4° Hearings, statement of Matthew R. Speedle, vice-president, Retail Clerks 
International Protective Association, April 20, 1940. 

* Hearings, statements of Rory Collins, Hood River, Oregon, representing Ore- 
gon Apple Producers, and John Rice Marlboro, Massachusetts, representing Massa- 
chusetts Fruit-Growers, April 11, 1940. 

4 Hearings, statement of Mrs. Gustav Ketterer, chairman, Philadelphia Con- 
sumer’s Advisory Council, April 22, 1940. 
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If the Patman proposal accomplishes nothing else it has given 
the chains the opportunity they needed to display, in large number, 
the arguments against discriminatory taxation. Even though the 
testimony of the witnesses is discounted because they were pres- 
ent at the hearings for the purpose of defeating the Patman bill, 
it is still significant that the chains have been able to amass such 
a strong showing of sentiment in opposition to the measure. 
Equally significant is the evidence these hearings provide of an 
organized-chain mobilization to present their side of the case. 
With this development it is probable that legislators who, until 
recently, found pressure coming only from the independent re- 
tailers and middlemen will now find it expedient to make some- 
thing of an about-face in their attitude toward anti-chain taxa- 
tion. The recent decline in the birth rate of such measures may 
continue into the future. 

On the other side of the picture, looking at the mortality rate, 
the somewhat more favorable tone taken by the courts in the 
last two years is encouraging. Although the success of the chains 
in the court during 1939, as noted above, was important, more 
significance seems to attach to the techniques by which these 
groups are now approaching their judicial hearings. Cases are no 
longer being prosecuted on legalistic grounds alone—the emphasis 
is being diverted to economic factors—and the chains are at- 
tempting to show that the taxing laws have been erected upon 
a false appraisal of the economic elements involved and that, with 
the economic base untenable, the levies are unwarrantably dis- 
criminatory. If they are able to persuade the courts that formerly 
accepted classifications are unreal, they may be able to reopen the 
whole question of constitutionality. 

It is difficult to minimize the potentialities of this new approach. 
The writer, commenting on the Louisiana case (301 U.S. 412), 
stated: “If, as the court said, ‘it is hard to see how these ad- 
vantages cease at the state boundary’ then there is no restriction 
upon the rights of the state governments to drive all save the 
smaller local or sectional chains from the scene.’’43 Now, how- 


43 “‘Anti-Chain-Store Tax Legislation,” of. cit., p. 39. 
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ever, if the chains, through presentation of additional factual 
data, can show that some of their advantages (over other re- 
tailers) are more imagined than real, or, and this is more prob- 
able, if they can show that, in terms of such advantages, they 
are no different from other merchants, then, by pleading undue 
discrimination, they may be able to obtain a reversal of previous 
decisions based upon an incomplete judicial acquaintance with 
the facts.*4 

While this possibility is perhaps remote today (particularly in 
view of the action of the United States Supreme Court in re- 
turning the Minnesota case to the state high court for clarifica- 
tion), it is not a total impossibility that state courts and later, 
perhaps, the United States Supreme Court, will once again be- 
come critical of chain taxes as they were before 1931. If the 
chains are able to find a suitable case and can obtain a reconsider- 
ation of the issues involved in a suit before the United States 
Supreme Court, there is always the possibility that a favorable 
verdict will quash the whole program at a single stroke. In the 
meantime the logical procedure appears to be one of whittling 
at the various state enactments using this economic approach 
while continuing to present their case before the court of public 
opinion and thereby, indirectly, before the legislative bodies of 
the various states. In this program they may conceivably look 
to the voluntary and co-operative chains for new support, since 
both are becoming really concerned over the possible extensions 
of anti-chain legislation. 

In any event the recent trends in chain-store-tax legislation 
are such as to provide the corporate chains with a more favorable 
outlook than at any previous period since the movement became 
established. 


44It is a temptation in this connection to refer to Muller v. Oregon, 208 U.S. 
412 (1907), in which Mr. Brandeis, then a practicing attorney, was able, through 
the presentation of voluminous factual information, to persuade the courts to re- 
verse a long line of decisions which had invalidated efforts to establish social legisla- 
tion. If history is to repeat itself, there appear to be ample grounds of precedent 
for the present chain technique of fighting hostile legislation with factual rather 
than legalistic briefs. The chains must face the fact that the burden of disproving 
the state of facts upon which previous decisions rest falls squarely upon them at 
the present time. 
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THE STORAGE AND ISSUANCE OF 
HOSPITAL SUPPLIES—Continued* 


NELLIE GORGAS 


HE width of the main aisle will depend upon the type of 
conveyors used but should be ample to allow for the passage 
of two such conveyors. Cross-aisles should measure four 
feet between shelves. If, instead of on shelves, the goods are placed 
on the floor in crosswise rows, six feet should be left between the 
rows, particularly if the goods are heavy, because of the leverage 
necessary to raise them. If, on the other hand, they are light, 
packaged goods on the shelves or piles, thirty inches may be am- 
ple, especially if the room is small and conveyors are not used. 
For storage in the wards or hospital divisions, a room approxi- 
mately twelve feet wide with inclosed shelving along one side 
wall, a work shelf, and deep cupboards below the shelving for 
linens and small supplies is ample usually. Light and ventilation 
are essential. 
Advice for the layout of new storage areas is found in Cart- 
mell’s book on the control of supplies as follows: 

1. List and classify all items expected to be stored, according to problems 
of measurement, difficulty in handling, frequency of use; sensitivity, per- 
ishability, or peculiar similarity; and quantities to be carried. 

. Determine ample storage space to be required. 

. Determine proper unit storage space; i.e., four feet by three feet. 

. Determine aisle space needed. 

. Determine proper location with reference to departments served. 

. Determine proper layout of stores and aisles as related to general loca- 
tion of classes of items and area of total space available. 

7. Plan structure so that entrances, aisles, posts, platforms, windows and 

other necessary features will not interfere with, but will facilitate, the 
most desirable layout of the stores themselves.'9 


An -& WwW ND 


EQUIPMENT FOR THE STORES 
In general, it may be said that wooden shelving and equipment 
have’ a low first cost, are quickly built, and have no damaging 


* Continued from this Journal, XIII, No. 2 (April, 1940), 172-204. 
19 OD. cit., p. 158. 
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effect on material stored on or in them, but, on the other hand, 
steel equipment is fireproof, has greater longevity, and is eco- 
nomic of space, besides having a high re-use and salvage value. 
Since steel shelving is only one-eighth inch thick instead of one 
or one and one-quarter inch as is wood, the use of steel may in- 
crease storage space by as much as 123 per cent. In one institu- 
tion, 2,700 square feet of steel shelving have been substituted for 
1,800 square feet of wood shelving within the same space and with 
satisfactory results.”° All shelving, cabinets, drawers, etc., should 
be constructed with the minimum number of inaccessible parts 
and corners in order to facilitate cleaning. 

In the receiving-room, platform scales, hand trucks, a desk, 
filing case, a counter work table approximately 42 inches high and 
36 inches wide, bags, twine, wrapping paper, and cutter are essen- 
tial. Skids provide platforms to keep material off the floor and 
allow for their ready transportation without further handling. 
Skids are loading platforms equipped with removable running 
gear so that they may be loaded, then moved to their destination, 
the handle removed, and the goods left until their next move is 
indicated. 

In the general stores a Dutch or grill door and counter at the 
entrance and a push bell, with sufficient buzzers to be heard by 
the storekeeper in whatever portion of the stores he may be, will 
protect the supplies and yet allow for efficient service. Platforms 
four inches high are advisable for cleanliness and protection 
against water leaks or sewers which back up. Pumps should be 
provided for the oil barrels. Ample electric lighting saves acci- 
dents and time. Counting machines eliminate errors resulting 
from mental fallibility and save from 50 to go per cent of the 
storekeeper’s time and mental labor. 

Eighteen- or twenty-four-inch shelving increases the capacity 
over twelve- and eighteen-inch shelving and may readily be used 
for some items, such as large packaged goods. Adequacy in 
strength and permanence should be watched for, or economies 
may turn out to be extravagances because of too early replace- 

20 Joseph Turner, “Planning the Hospital Storerooms,”’ Modern Hospital, May, 
1924, p. I. 





on 


or &€& = we st AF Th A TH SthlhlUrFhlUCMhClUhULUCUL Ul OCLC Oe 


THE STORAGE OF HOSPITAL SUPPLIES 277 


ments. The bottom shelf is generally four inches from the floor so 
as to provide a sanitary base. Shelving is generally built up to a 
height of one hundred and ten inches, with sixteen inches between 
shelves, and sections made in thirty-, thirty-six-, or forty-two- 
inch widths. If the lower section is two feet deep and the upper 
section only twelve or eighteen inches wide, a working ledge ap- 
proximately forty-two inches from the floor will be provided 
which will be found handy for sorting and handling goods. The 
depth of the shelving must be sufficient to carry large articles but 
not so great that from four to six inches of shelf surface is wasted. 
Spacing the shelves in accordance with material to be stored will 
conserve room. From twelve to fourteen inches of space between 
shelves is sufficient for small items which cannot be placed on top 
of one another readily and which are kept in small quantities, 
while a space of eighteen or twenty-four inches between shelves 
may be much more satisfactory for packaged goods. Number 10 
tins (seven inches high and six inches in diameter) can be stored 
three deep and two high on a shelf eighteen inches deep and six- 
teen inches below the shelf next above it. 

Bins for storing small items, loose or in packages, can be made 
so as to be used in the standard storage unit chosen. A standard 
bin, two feet high by two deep and two wide, may be easily sub- 
divided; and, if sturdy material, fireproof and indestructible, is 
used, one or more such bins may be readily fitted into the storage 
units wherever they are needed. Bins may be fitted into the lower 
rows or sections of shelving and equipped with disappearing lids 
which lift and slide back for convenience. Such lids should leave 
an opening at least eleven by sixteen and one-half inches. The 
bins need not be built in but simply allowed to rest on the bottom 
shelf or base, unattached, so as to be easily pulled out and cleaned. 

Counters three feet high and two feet wide, constructed with 
shelves beneath and with a swinging shelf for a gateway, may 
serve as partitions and service units in the distributing portion of 
the storage space. A work bench three feet high and thirty inches 
wide will allow for the storage of service trucks beneath it when 
desired. 

The laundry and linen room should be equipped with closed 
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shelves of proper width to take flat work with the least folding. 
Work tables, sorting tables, sewing machines, marking machines, 
and repair hampers are essential. Slatted shelves are considered 
best for linens because they allow for circulation of air. A wide 
shelf for folding linens will be convenient. 

Refrigerators" are important because go per cent of all food 
products are dependent on efficiency of refrigeration ;” hence it is 
extremely important to select adequate boxes. For adequacy they 
must provide the proper temperature and humidity, be economic 
and sanitary in operation, and be dependable for uninterrupted 
service. 

Medicine cabinets built in or recessed or with sloping roofs for 
easy cleaning are the most desirable. Narcotics must always be 
under lock and key; small safes built into the medicine cabinets 
are convenient for narcotics. Linen cupboards, blanket warmers, 
and closets for housekeeping supplies must be provided on the 
hospital floors. 

The central supply-room should contain shelves, bins, and 
drawers for sterile dressings, a work cabinet, warming closet for 
Solutions, water sterilizers, an autoclave, a sink, gas plates, stills, 
a center work table with a lower shelf for convenience, and a gate 
or Dutch door. 


t Local units such as individual electric iceboxes are probably best for use on the 
floors or in the kitchens, but sometimes a central brine system is used for all cold- 
storage units in the building. There is little loss in temperature control with the 
central system. For instance, only $1.50 worth of temperature was lost in trans- 
portation in a month when a ten-ton machine, located 200 feet from the main build- 
ing, was used (MacEachern, op. cit., p. 456). However, because of the expense of 
pipes and their repair, the individual units are becoming more popular. Either 
ammonia, carbon dioxide, Freon-12, or any of the other numerous refrigerants may 
be used, but ammonia is the most common because with it less horsepower is re- 
quired to produce a given degree of refrigeration. Freon-12, however, is the safest 
known refrigerant and the only one now allowed to be used by the United States 
Navy on its submarines. Whatever gas is used for separate mechanical refrigera- 
tion must be of such a nature that it will not endanger or frighten patients. Ease of 
cleaning and of access is vital. Some of the small electric iceboxes with lights inside 
them are a great help on the floors. The temperature should be kept as nearly con- 
stant as possible, the length of time of variations being even more important than 
the degree of variations. 


22 Rehwinkle, op. cit., p. 39. 
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THE STORAGE OF HOSPITAL SUPPLIES 


V. METHODS AND PROCEDURES IN CONNECTION 
WITH STORAGE AND ISSUANCE OF SUPPLIES 


INSTALLATION AND ENFORCEMENT OF PROCEDURES 


In the foregoing discussion of policies it was stated that the 
board should adopt some specific rules of action, such as the fol- 
lowing: (1) all orders must be in writing and be duly authorized; 
(2) definite limits and standards should be set whenever possible 
to conserve purchases and issuances of supplies; and (3) a per- 
petual inventory should be kept. It then becomes the duty of the 
superintendent to establish and set into action the methods and 
procedures by which these rules may be obeyed and the policies 
of the board followed. 

Essential for the installation and pursuance of procedures is the 
instruction and training of personnel. After the details have been 
perfected, everyone concerned must be informed of the plan and 
of his part in it if he is to be expected to do his work in the best 
manner possible. Too often errors occur simply because insuffi- 
cient care has been taken to see that the one upon whom responsi- 
bility is placed is instructed fully in the correct way of carrying it. 

Instructions may be oral, but it is better if they are written and 
bound into loose-leaf procedure books as issued, but it is not 
enough to give the orders without following through all the details 
involved to see that they can be carried out. After the procedure 
is once established, it is usually transmitted by one worker to his 
successor or co-workers and is followed until countermanded. If 
the procedure involves many workers or departments, as does the 
issuance of supplies, mimeographed or printed instructions should 
be widely distributed. These should be explicit and detailed, in- 
cluding a statement of where, how, and when different types of 
supplies may be obtained, as well as any special regulations in- 
volved. Such documents assist materially in maintaining stability 
in any organization where employment turnover is rapid, because 
then replacements are not so likely to upset routine. It is better to 
insist upon having rules clearly stated and religiously enforced 
even if the rules are unwise, because then their imperfections be- 
come obvious and must be corrected instead of being ignored al- 
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though theoretically in force. The printed instructions need not 

be complicated. In some of the larger university hospitals, for in- 

stance, the procedure is adequately outlined on one mimeo- 
graphed sheet. 

The following principles are to be kept in mind in establishing 
procedures: 

1. The object of all sound procedure is to accomplish a definite objective in 
the quickest, easiest manner consistent with accuracy and generally satis- 
factory results. 

2. Simplicity is basic. A cumbersome system slows down operations and 
increases the possibility of error. 

3. Good procedure needs to be definite and understandable in order to obvi- 
ate friction, duplication, and confusion. 

4. Responsibility should be fixed for each step of the performance. 

5. Procedure should be sufficiently elastic and flexible to allow for either 
expansion or contraction as conditions require. 

6. The system should be as inexpensive as is consistent with tasks to be done. 

7. Finally, however, the system must be adequate. Regardless of how simple 
or inexpensive a system may appear to be, it is quite useless unless it 
performs with reasonable satisfaction the task for which it was created. 


THE ESTABLISHMENT OF STANDARDS 


The standards adopted in most institutions to accord with the 
policy of keeping supplies at a minimum are on a periodic basis. 
For instance, most hospitals have set up procedures whereby a 
one week’s supply of current items is stored on the floor or at the 
point of consumption, and the supply is replenished each week. 
The standards for what constitute a week’s supply are in most 
cases established by the superintendent of nurses and the head 
nurses, with or without consultation with the superintendent of 
the hospital. In some institutions the quantity adopted as stand- 
ard is printed on the requisition forms so that it may be readily 
compared with the actual quantity reported on hand and the 
amount being requisitioned. This is helpful but may cause delay, 
for it requires explanations when circumstances force standards to 
be exceeded. In the storeroom supplies may be stocked to cover 
needs varying from those of one month to one year, depending 
upon the type of supply, the type, size, and location of the hospi- 
tal, and the financial resources of the institution. 
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THE STORAGE OF HOSPITAL SUPPLIES 


The standards recommended by the committee of the American 
Hospital Association, previously mentioned, simplify purchasing 
procedure considerably. For bed blankets, for example, 85 per 
cent of the sizes and qualities have been eliminated so that now 
there are only twelve standard sizes of blankets which the associa- 
tion approves for hospital use. The American Hotel Association 
has reduced variations in sizes of chinaware from 700 to 192, and 
the American Hospital Association has further reduced this to 115 
varieties approved for hospital use. The standard hospital bed, 
seventy-eight inches long by thirty-six inches wide and twenty- 
seven inches high, adopted by the association in 1925 permits in- 
terchangeability, economy and flexibility of service, and easy 
replacement of linens and mattresses. Three years after it was 
adopted, 70 per cent of the hospitals in the country were conform- 
ing to the accepted standard.?* Where need was recognized for a 
narrower bed, the standard has been set at thirty-three inches, 
and for private rooms a thirty-nine-inch bed is approved, but 
these three sizes will probably soon be the only ones found in 
hospitals. Standards for linen have been carefully established so 
that variations in size and therefore in cost may be eliminated. 
These standards include only four sizes of sheets, i.e., 63X99”, 
63” 108”, 72X99”, and 72” 108”, all to have a three-inch 
hem at the top and a one-inch hem at the bottom. Bed pads, pil- 
low cases, draw sheets, spreads, bureau scarfs, bath towels, and 
face and hand towels have been standardized, as have sheets, 
spreads, and pads for cribs and bassinets. 

These standards simplify the storage problem also, because 
they reduce the number of items to be handled and stored. Rub- 
ber gloves and surgical dressings used to be far more of a problem 
when so many sizes and qualities were on the market and were 
demanded by the professional staff. If the purchasing agents will 
follow the suggestion of the American Hospital Association and 
use the specifications recommended, stating in their orders that 
the goods must meet the requirements specified and requiring 
that it bear labels certifying that these specifications are met, 


23 Margaret Rogers, “Simplification and Standardization of Hospital Supplies,”’ 
Annals of American Academy of Political and Social Sciences, 1925, p. 220. 
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checking and testing of materials upon receipt may be elimi- 
nated and considerable time saved. 

Since standards necessarily vary greatly in different institu- 
tions, it seems not worth while to elaborate on linen standards 
except to say that normally three times the daily linen order is 
considered the correct amount to be in circulation, one set on the 
bed or in use, one in the wash, and the third on the shelf, because 
it is better for linen to allow it time to dry thoroughly and cool 
after laundering before reusing it. For the ward patient this daily 
order is usually standardized as one sheet, with one pillow case, 
one hand towel, one wash cloth, and one shirt, with one bath 
towel and a fresh spread semiweekly. For the de luxe bed, another 
sheet and a bath towel are added to the daily quota, and a new 
spread is used every other day. Naturally the availability of 
laundry facilities and of finances will affect the standard amount 
to be carried. 

In deciding upon the standards of quality to be established and 
the quantities to be ordered and to be stocked when new items are 
approved for the storeroom, the following points should be care- 
fully considered. First, what quality of this material will be good 
enough for the purpose for which it is being requested? Second, 
how many other uses can this material be put to, and in which 
other departments can it be used? Third, what other similar ma- 
terials are in use in the hospital, and can any of them be sub- 
stituted for this, or this for them? 

It well repays the administrator to go into the question of 
standards in his institution very carefully, for they, of course, 
determine the rate of consumption of materials and the requests 
for issues, and hence the cost of supplies. 


THE MAINTENANCE OF STOCK LEVELS 
The first step in maintaining stock at the proper level (i.e., at 
the level authorized by the policy of the board) is the initiation of 
purchase requests and purchase orders at the proper time and for 
the proper amounts. For assistance in accomplishing this, certain 
definitions have been generally accepted and certain procedures 
instituted on the basis of these definitions. These are presented 
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here in some detail, although it would obviously not be worth 
while to undertake in all instances all the calculations indicated. 

The “ordering point,” as defined by Cartmell, is “the amount 
which ordinarily would be needed to meet average, or somewhat 
more than average, requirements during the time new stock is 
being procured.”*4 It may be determined by estimating the daily, 
weekly, or monthly consumption and the length of time involved 
between the date of initiation of the purchase order and the date 
of delivery of the goods. If it requires six weeks to obtain a new 
supply, the ordering point is reached when the stock on hand 
amounts to a six weeks’ supply over and above the “minimum” 
below which stock is never to be allowed to go. Too close figuring 
must be avoided, because seasonal and market fluctuations affect 
the time required for filling orders, and so “‘minimums” have been 
established as buffers. In addition, the ordering point must be 
flexible, not arbitrary, and must be adjusted from time to time. 
For example, the present situation in cotton is making deliveries 
unreliable, and administrators are having to push their ordering 
points upward and order much longer in advance of needs than 
usual. The ordering point, when calculated, may be marked by 
placing a red card in the stock when the amount then left has 
reached the level at which it is estimated that a new order can be 
placed and goods delivered just before the minimum is reached. 
Sometimes the point is indicated only on the stock card in the 
record file. It may be noted on the shelf or bin label along with the 
estimated maximum and minimum amounts. 

The “danger point,” according to Cartmell, is the “‘point at 
which a tracer for the new shipment should be issued.”*> When 
it is reached, the storekeeper must immediately notify the pur- 
chaser. This point may be marked just as is the ordering point. 

The “ordering quantity” is defined by Cartmell as “the smallest 
quantity which ordinarily it is economical to procure at any one 
time.” In order to determine this quantity, one must consider 
several factors, including (1) the total investment involved; (2) 
the length of time needed for procuring new stock; (3) the possible 
savings from large-scale purchases as compared with the loss of 


24 Op. cit., Pp. 49. 38 Ibid., p. 49. 
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interest on the capital necessary to be invested; (4) the rate of 
consumption upon the basis of past performance; (5) the trend of 
prices as a result of political and economic conditions; (6) the 
physical qualities of the materials, especially the possibility or 
likelihood of deterioration or obsolescence; (7) physical storage 
facilities; (8) seasonal fluctuations in quality and price; and (9) 
plans for development which may affect the quantity used. The 
upper limit of the ordering quantity is governed by the costs and 


TABLE 3 


SCHEDULE FOR USE IN CONNECTION WITH GROUP PURCHASING 
(CLEVELAND HOSPITAL COUNCIL) 











ie Minimum Maximum 
Classification 
Supply Supply 
NN cbr cauetabindinneseeaceceme 3 months 6 months 
I a cic lnw aren teed amen ad kis acs 6 months I year 
Laundry and housekeeping supplies... . . 2 months 3 months 
Clothing, bedding, and notions........ 3 months 6 months 
/ SS 1 case lot Case lots 
Dietary supplies: 
EE EE EET CT ree 3 months 6 months 
Rs ce osindoe are cue cadencia’ Daily 3 days 
Canned goods (futures)............. 6 months 9 months 
SE BI CI 6. n cons eccccsacven I month 3 months 
ET Ra strntitd wae we Osmond x twoes 1 week I month 
Laboratory supplies.................. 2 weeks 4 months 
PRI ear iaesd tars nnaeseaneda 1 week 6 weeks 











convenience of storing material during the period it must lie in the 
storeroom. It is sometimes also very strictly limited by policy of 
the board. 

The Cleveland Hospital Council has established the schedule 
shown in Table 3 for use in connection with the group purchasing 
it does for its member hospitals. It may help others in determin- 
ing the correct amount to purchase at a given time, but it must be 
considered suggestive, not arbitrary, because circumstances alter 
cases. 

Most institutions agree that a year’s supply should never be 
exceeded in the storeroom and that a week’s supply is ample for 
hospital divisions. Many hold that from one to three months is 
sufficient to carry any item. Special events, however, such as the 
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drought, make it profitable to buy certain items in larger quan- 
tities than usual, if storage space will permit. This has been well 
demonstrated recently in the case of canned fruit, canned vege- 
tables, and bacon. 

Lewis has presented several formulas for determining quantities 
to be purchased. One of these states that the quantity to be pur- 
chased is equal to the square root of the total expense of procure- 
ment divided by the sum of the interest and the storage costs. 
The interest cost is found by multiplying the unit purchase price 
by the interest rate and dividing the product by twice the number 
of units used in a year. Twice the number is taken because the 
inventory is constantly decreasing and the interest charges can 
therefore only be made against the average amount in stock, not 
the whole lot purchased. For the storage cost the total cost per 
square foot of storage is multiplied by the number of square feet 
necessary to store each unit and divided by the number of units. 
In this case no reduction is made for the constantly diminishing 
inventory value because one must have space for the entire order 
when it first arrives. Stated more simply, most of the formulas are 
built upon the basis that “the quantity to be ordered varies as 
the square root of the consumption, and inversely as the square 
root of the charges of obtaining and carrying the order.””* Thus if 
consumption is quadrupled, the purchasing quantity should be 
doubled, or if rent is quadrupled, the quantity should be halved. 

Another method of determining economic quantity is by a 
graph showing the per unit cost of the item when bought in dif- 
ferent quantities, varying from the amount essential for con- 
tinuous operation to the amount beyond which further quantity 
discounts are unobtainable. To the total cost of the purchase of 
quantities upon which discounts are allowed should be added in- 
terest charges on the capital involved and the storage costs; the 
savings in procurement expense should be deducted. Dividing the 
result by the number of units included gives the per unit cost. 
Graphing these per unit costs will produce a typical cost curve 


26 Howard T. Lewis, Industrial Purchasing (New York: Prentice-Hall, Inc., 
1933), P. 160. 
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from which it will be easy to determine what is the proper quan- 
tity to purchase. 

In connection with the ordering quantity, it is recommended 
that the unit of issue be not used as the unit of purchase if econ- 
omy may be obtained by using a larger unit. That is, polish may 
better be bought by the drum even though it has to be issued in 
quart bottles to the floors. 

The “minimum” has been defined by Cartmell ‘“‘as the smallest 
quantity desirable to be on hand unless an order is outstanding for 
a new supply.’? It provides a margin of safety against interrup- 
tion in service. Stock is usually kept as close to minimum as pos- 
sible, because then the inventory, and hence the capital invested, 
is kept as low as possible and turnover is as high as it can be. 
The “maximum,” he says, is “the largest quantity expedient to 
order at one time and desirable to have on hand. Under ideal 
conditions, the quantity ordered should arrive at the time of issue 
of the last unit of the old supply, and the maximum would there- 
fore be the largest quantity which can be at hand.’** Since the 
ideal is seldom realized, it is not safe to have the maximum 
exactly equal to the ordering quantity, but rather to the sum of 
the ordering quantity and the minimum. According to Casten- 
holz, the maximum should be carefully analyzed “to indicate the 
exact amount of material adequate but never too great to secure 
proper turnover.””?9 

Minimums and maximums are used as a definite part of the 
procedure in larger hospitals but are not common in smaller insti- 
tutions. Their establishment is time consuming, and, where there 
is not a full-time storekeeper or sufficient clerical help, it is likely 
to be neglected. The establishment of standards in specifications 
and quantities is likewise neglected where time and labor are 
scarce, but they are important, as has been demonstrated in the 
preceding discussions. 


27 Op. cit., p. 44. 
38 Tid. 


29 W. B. Castenholz, Cost Accounting Procedure (Chicago: LaSalle Extension 
University, 1925), p. 17. 
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THE PURCHASE REQUEST 

The usual procedure is to have the storekeeper initiate a pur- 
chase request when the ordering point is reached. This is made in 
duplicate so that the original may be sent to the superintendent’s 
office and the copy kept on file as the storekeeper’s own record. 
The object in having the superintendent personally approve all 
requests for purchase is fourfold: (1) he knows what is being re- 
quested, (2) he knows whether he has something else in stock to 
substitute or to use up before buying a new item, (3) he can detect 
errors in specifications, and (4) it leaves the blame entirely upon 
himself when and if poor purchases are made. The superintendent 
properly reduces or refuses requests at his own discretion. He 
scrutinizes all requests carefully, watching them for any implied 
commitments which may on the surface appear innocent. 

The purchase request should inform the purchaser regarding 
specifications of the item, the quantity wanted, the date needed, 
suggestions with regard to the new vendor, and any special com- 
ments which might be helpful in placing the order advantageous- 
ly. The cost of the last purchase and the name of the vendor may 
be added or may be obtained by the purchaser from his own 
records. 

If for any reason it seems desirable to change the specifications 
on stock items, the storekeeper should be asked to advance the 
ordering point by several weeks so as to allow time for thorough 
study and unhurried action in selecting the new specifications. 
This is particularly true in the case of forms and record sheets or 
items used by several different departments. In many stores there 
is in use a record card or perpetual inventory card on which there 
are three separate notations, namely, “short,” “ordered,” and 
“shipped’’; a marker may be slipped from one to the other by the 
storekeeper or purchaser, thus automatically keeping him in- 
formed of the goods on which he is “short” and should place 
orders, the goods he has ordered, and the goods which are being 
shipped to him. If this system is not used, some other means is 
employed by the storekeeper as a reminder, but, unfortunately, it 
is too often only a mental note, which means that in his absence 
confusion may reign. 
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New items should also be requested by department heads on 
purchase request forms. Then it becomes the duty of the superin- 
tendent to decide whether or not that new item shall be pur- 
chased, and, if so, in what quantity, and whether it shall be 
stocked as a regular item or be purchased only as an individual 
order. If it is requested to be stocked, special information should 
be given as to the probable withdrawals within a reasonable 
period. 

In some instances the request for purchase is limited to a par- 
ticular time of month so as to leave the purchaser free at other 
times for other duties, but in most hospitals of two hundred beds 
or more, the services of a full-time purchasing agent are necessary, 
and requests spread throughout the month are handled more 
efficiently than when they are concentrated. The superintendent, 
the department head, and the purchasing agent should at all 
times be on the alert to find the best goods to meet needs, and the 
most satisfactory vendors to supply them. Co-operation is essen- 
tial here. 

When the superintendent reviews the purchase requests, he 
must decide the actual amount to be ordered and the time of 


purchase on the bases of the information supplied, his own knowl- 
edge of the hospital’s finances, and market conditions, and then 
see that the purchaser is correctly instructed, by sending to him 
an approved detailed purchase request. 


THE PURCHASE ORDER 


The purchaser checks the information on the request, supple- 
ments it if necessary, and then obtains competitive bids on the 
specified articles unless for some special reason they are unneces- 
sary. The purchaser is, of course, responsible for placing the order 
upon the basis of these bids or for having it placed by the proper 
buyer. In the larger hospitals special typewriters built to use fan- 
fold forms are a great convenience in the writing of the actual 
purchase orders, because they permit the making of many copies 
at one time, all legible and numbered alike, serially. These copies 
can then be distributed to the vendor, the originator of the re- 
quest, the purchaser, the storekeeper, and the receiving clerk; one 
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copy may be retained to be used as a tracer when and if necessary. 
The receiving clerk’s copy should be without the number of items 
indicated, so that he will have to check the delivery carefully and 
send in his figure to be compared in the purchasing office with the 
original order. The number of purchase-order copies used varies, 
of course, with the institution. In some only two copies are neces- 
sary—one for the vendor and one for the superintendent, if he 
manages his own purchases and storeroom personally. 

Full specifications as to sizes, weights, quality, quantities, 
prices, terms, discounts, and instructions regarding the date of 
delivery, routing, packing, and marking must be included. Since 
the purchase order is a definite binding contract concerning which 
everyone is cautious, universal agreement has not yet been ob- 
tained with regard to a standard form to be used. Such a docu- 
ment would be of great assistance because then the same informa- 
tion would always be called for and always be inserted in the same 
place so that there would be no possibility of misinterpretation of 
data given. Such a form has been under consideration for years 
and will probably be adopted in due time. 

When the danger point is reached, the purchasing agent is 
informed and sends out the tracer form to the vendor. The pur- 
chasing order may be so designed that it will contain provision 
for indicating that goods has been received. The storekeeper can 
then, before returning his receiving copy to the purchasing agent 
for approval of payment, fill in the quantity he finds on delivery 
and also note the condition of the goods upon receipt; i.e., dam- 
aged, spoiled, not up to specification, or in good condition. Even 
when this information is specifically requested on the receiving 
memorandum, the form is often not filled out carefully, and as a 
result the purchaser may not receive information as to goods 
failing to meet specifications until after the bill has been paid; at 
that time he is at a serious disadvantage in claiming adjustment. 

A routine must be set up for seeing that the invoice is paid 
promptly in order to preserve discounts. Since usually ten days 
are allowed for payment, there is generally ample time to obtain 
the necessary approvals if the correct procedure is in effect. In the 
larger institutions where many persons and some distances are 
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involved, all invoices are sent to the superintendent to be for- 
warded for signature to the head of the department responsible 
for the use of the goods so that the person most concerned is the 
one who certifies the invoice for payment. The superintendent 
will know for whom the item is being purchased and can arrange 
for prompt delivery of the invoice and its prompt return to the 
purchaser. The invoice is then attached to the receiving memo by 
the purchaser, and adjustments or payment of the bill arranged for. 

The matter of contract purchases will depend upon the policy of 
the administration; but, if they are considered good policy, the 
superintendent is personally responsible for deciding what con- 
tracts to enter into and will initiate the correct purchase requests. 
He must be very careful to specify delivery dates whenever pos- 
sible so as to minimize the risk of overstocking his storeroom or of 
running short. Many institutions are finding it economical to con- 
tract for X-ray films, printing, paper towels, cleaning supplies, 
light bulbs, and other standard items. 


THE RECEIPT OF MERCHANDISE 

Immediately upon receipt of goods in some institutions the 
receiving clerk makes a record of the exact quantity received, 
together with the number of the purchase order covering the 
item. This receipt is in duplicate, the original being sent to the 
superintendent to be attached to the invoice, and the duplicate 
being the clerk’s own record. This extra form is eliminated in the 
system elaborated above whereby a copy of the purchase order is 
used as a receiving memorandum, but, when the clerk returns it, 
he is left without any record for his own file regarding the receipt 
of the goods. Each system has its merits. The principle involved, 
however, is that word must be sent from the receiving-room to the 
purchaser that the goods have arrived, that their condition is thus 
and so, that the amount is such and such, and the purchaser must 
verify that the price is or is not as guaranteed. If it is decided to 
return the goods for credit, the purchasing office must be informed 
so that it can arrange for the credit memorandum. 

Goods should be unloaded promptly and distributed to their 
proper location, because the receiving-room should properly be 
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kept as free as possible at all times so as to be ready for new de- 
liveries. When the receiving clerk delivers goods directly some- 
where else than to the storeroom, he should obtain a signed receipt 
for his own protection. To procure this does require more time, 
however, and so this step is often skipped by clerks who are sure 
enough of themselves and their memories to take the risk of being 
held responsible personally. Theoretically, however, it should be 
demanded as a part of the proper procedure. 

The stores record clerk is responsible for posting the receipts to 
the record cards. The extensions are checked and the purchase is 
recorded in the stock ledger in the accounting office when the 
invoice is paid. 

THE STORING OF GOODS 

Quarters used for the storing of goods should be under a special 
lock for which there should be only two keys, one in the hands of 
the superintendent, and the other held by the storekeeper. The 
lock should not be on the master-key system. A competent, effi- 
cient storekeeper must be selected. A routine for the care, use, 
and early repair of supplies must be developed. Goods must be 
protected from souvenir hunters by marking them well. It is ex- 
pensive to have towels made specially for an institution and have 
the name of the hospital woven in; so it is recommended that, if 
funds are scarce, a standard towel made up with the lettering 
“Hospital Property” be used instead. Many institutions have 
resorted to buying very cheap wash cloths or designing them as 
good advertising material, for they are practically always taken 
away before they are worn out. 

Storing must be neat and systematic. Its object is to enable the 
filling of orders in the quickest possible way. Mount Sinai Hos- 
pital in New York is reported to have doubled its inventory and 
trebled its issues without increasing the personnel in the store- 
room, simply by changing the size, location, and arrangement of 
its stores so as to save time and footsteps.*° The general princi- 
ples to be observed in storage are as follows: 

1. Large, heavy items should have the shortest haul. 
2. Items of great weight should be near the floor. Ideally they should be on 


3° Turner, op. cit., p. 2. 
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shelves or platforms the same height as the conveyors upon which they 
are moved. 

3. Items used the most frequently should be placed nearest the door and at 
the most convenient height. 

4. Special measuring devices should be placed in close proximity to items 
requiring their use. 

5. The nature of the material and the length of time it is to be stored should 
be taken into consideration in allocating space to it. 

6. Bulky items should be grouped together so that appropriate equipment 
may be provided. 
In order to facilitate inspection and counting, the following 

suggestions are offered: 


1. The method of placing and removing should be reduced to a standard 
and be uniform so as to insure always using the oldest material first. 

2. Flexible, interchangeable equipment. 

3. Proper placing of items. 

4. Accurate identification for all goods. 

5. Theuse of issuable units so placed as to show the greatest number possible. 

6. The separation of items. Crowding tears, soils, or causes misplacement 
and waste. 

7. Proper equipment to save space, time, and effort. 

No obstruction of aisles should be tolerated because it tends to 
damage goods and waste time. A chart of the space should be pre- 
pared in as much detail as necessary and should be posted con- 
spicuously. Floor markings will help one locate goods quickly, 
if locations are indexed on the record cards and chart. Symbols 
should be painted on the aisle side of sections, both top and bot- 
tom. Rows should be numbered in order, even on one side and 
odd on the other, with each section of each row numbered and 
each tier designated by letter. Putting cards beneath each shelf to 
show what it is intended should be stored there is helpful. Metal 
holders and bin tags to show the identification number of the 
item, the unit of issue, and the location of surplus stock, if any, 
are convenient. Symbolization and coding fail usually because of 
their lack of clarity, and so, if they are used, every effort should 
be made to have them readily interpretable. It is important that 
correct nomenclature should be used by all concerned with re- 
questing, storing, or issuing supplies.** All goods should be labeled 


3 See Louis Mayer, ‘How a Requisition Looks to Those in Charge of Supply 
Rooms ” Hospital Management, August, 1929, p. 15. 
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carefully, and each lot should be separated from the next by 
markers or at least by several inches of space, so that confusion is 
avoided. Standardized placement of supplies facilitates finding 
articles for use and inventory and withdrawing of the oldest mate- 
rial first; it also improves appearances, reduces breakage by lessen- 
ing the wear and tear of moving goods from place to place while 
hunting for other items, saves time, and aids in inspection and in 
training new employees. 

In piling goods, it is best to remember that linen tied in bundles 
of ten, twenty-five, or fifty items is easiest to count, sort, and ar- 
range as well as to bill when issued. Paper should lie flat. Barrels 
and brooms should be on end. Time and energy can be saved if 
canned goods can be delivered directly to their final resting-place 
without rehandling. Goods piled in even layers saves space, are 
easier to count, especially if each layer has ten or one hundred 
units, or at least a multiple of five; it is easier to keep such piles 
uniform and to inspect them than if they are pyramided. Pyra- 
mids, on the other hand, are more stable. In counting the items 
in a pyramid the following formula should be used; the number of 
items equals the number on the bottom tier multiplied by the 
number of tiers plus one, and the product divided by two. Cross- 
piling increases stability but decreases the sureness of accuracy of 
count and the accessibility. In piling, one should begin at the 
back left-hand corner and carry across vertically. Tier only as 
high as a man can reach, usually five feet. Do not put more than 
100 pounds of material in any one pile. It should be kept in mind 
that the nearer the ceiling the goods are placed, the warmer and 
drier will be the air; this is sometimes very important if the object 
has any sensitivity to temperature. 

In piling small items in drawers, counting is simplified if a 
standard number, twenty-five, for instance, is put into each draw- 
er and the cumulated figure posted on the drawers from the bot- 
tom up. Then, if issues are taken always from the top drawers, 
the only counting necessary is in the broken drawer on top, this 
total added to the cumulated figure on the drawer immediately 
beneath giving the total count easily.** Double space should be 
3? Lewis, op. cit., p. 147. 
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left for each item if possible, so that when the new order is re- 
ceived it may be stored where it belongs and not consigned to some 
foreign location where it is likely to be forgotten. If such space 
is not available, the additional space used should be carefully des- 
ignated on the shelf tag and the record card. 


STORES REQUISITIONS 


Stores requisitions containing explicit instructions for delivery, 
the accurate name of the account to be charged, and the signature 
of the proper authority should be required before any issues are 
made. Care in specifications will save valuable time and eliminate 
confusion. One small hospital uses order-books, kept on the floor, 
and lists in them items as they are found short.** Then on the 
scheduled day for requests, the books are taken to the superin- 
tendent for approval and then forwarded to the storekeeper for 
fulfilment of orders. After the goods have been delivered, the re- 
ceipted original copy is taken by the delivery clerk to the account- 
ing office to be charged and recorded, while the book with its du- 
plicate copy is left on the floor for reference. In most institutions 
requests in duplicate are made out and forwarded for approval to 
the superintendent of nurses or the superintendent of the hospital, 
and then sent to the stores to be filled; after delivery of goods, the 
receipted requisition is sent to the accounting office for recording 
and billing. 

For convenience in posting, separate requisitions for each type 
of article are advocated, as well as a scheduling of issues on stated 
days. The exchange system for nonconsumables requires that 
broken or worn-out material be turned in before replacement is 
allowed. In’some places an inspector or inspection committee re- 
views the material submitted and condemns it or sends it back 
for further use. Discarded linen may be torn into good-sized 
pieces and stamped “discarded for cleaning purposes”’ but should 
be so recorded in the housekeeping office for replacement. 


ISSUANCES FROM STOCK 


Dr. MacEachern says: “Having received goods and having 
been debited witii them, the storekeeper must show a voucher for 


33 Henry T. Warfield, ‘Suggestions for Making Your Storerooms More Efficient,”’ 
Hospital Management, July, 1934, Pp. 45. 
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all issues and should be held as accountable as is the cashier for 
the actual cash, since his is just as definitely a receipt and expendi- 
ture transaction.”’4 Since this is so, correct procedure must in- 
volve issues being made only on proper authorization and receipts 
for all issues signed as vouchers for the storekeeper to submit to 
the accounting office to complete the records and distribute the 
charges correctly. The storekeeper indicates on the issue requests 
the amount delivered, and the department certifies to its receipt. 
The usual procedure is for the receipt to be given to the inventory 
or stores record clerk who fills in the prices and extensions and 
posts the withdrawals on the inventory cards. A summary is 
made by this clerk periodically to show the total to be charged to 
the various expense accounts and to be credited to the proper 
controlling inventory accounts. This summary is then used by 
the bookkeeping department as the basis for the appropriate jour- 
nal vouchers. 

Usually deliveries are scheduled once a week at definite hours, 
but some items such as drugs, laundry, and food are delivered 
daily. Emergency orders may be called for but should not be de- 
livered, for deliveries are costly in time and labor. 

The practice found in some hospitals and other institutions, of 
allowing the employee to go to the receiving-room with his own 
orders and stopping to think the problem over and figure out 
just what his material requirements are, instead of having them 
already listed on his order, should be discouraged. In the first 
place, it does not provide for adequate supervision of requests 
by the department head, and, in the second place, it encourages 
soldiering on the job and results in much waste time while the 
storekeeper and the employee converse. Needs should be listed 
and sent to the stockroom in advance so as to be ready to be 
called for or to be delivered, as the routine provides. The number 
of people permitted to go to the stockroom should be definitely 
limited. 

It has been found well worth while to mark and date all goods 
as they are issued; by “‘all” is meant everything possible, not just 
linens. -This curtails borrowing among departments; it aids the 
departments in estimating their future needs, prevents goods 

34 Od. cil., p. 712. 
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charged to one floor or department being used by other depart- 
ments to make up their inventories, it shows where goods are the 
best cared for and may lead to knowledge as to superior ways to 
care for various items, and it checks, somewhat, the carrying-off of 
goods. 

But perhaps one of the most important details in the issuing of 
supplies is that the storekeeper must have the prerogative of 
questioning requests for issues. The simplest arrangement is to al- 
low him to take up directly with the department requesting the 
issue the requests which he thinks exorbitant, but this is usually 
resented very much by the department concerned, and often by 
the person who has approved the request. For this reason it is 
found more expedient to have the storekeeper bring such requests 
to the superintendent to be reviewed by him with the department 
head. The establishment and maintenance of floor standards 
should eliminate such problems because then any requests which 
would bring the new supply above the standard would automati- 
cally be refused before it reached the storekeeper. 

The superintendent usually attempts to move out any excess 
material as rapidly as possible by returning it for credit or having 
the purchasing agent or the salesman canvass his contacts to find 
a market for it. Other means have to be used from time to time, 
such as substituting it for other goods which are being requisi- 
tioned, finding a use for it in another department, or destroying 
it or selling it to employees, but this last must be done only upon 
express order of the superintendent. Some superintendents are 
adamant in refusing to order a new item as long as there is still on 
hand any stock of the item being discontinued. If the department 
which originally requested the goods to be ordered is reminded 
that it has not used the full supply, the excess is frequently called 
for and used. Standardization of supplies will help, for then, if it 
seems advisable to allow one department to try a substitute, other 
departments may complete the consumption of the standard ma- 
terial before any new standard is adopted. 


INVENTORY PROCEDURE 


The perpetual inventory involves a card record of each item 
in the store. This card may be kept in the store or in the account- 
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ing office; in some institutions it is kept in both places. Theoreti- 
cally, it should be in the accounting office, and the cards should 
be filled in by that office from the invoices paid and the receipted 
requests for issues, because this provides a neat check-and-bal- 
ance system when the physical inventory is checked against the 
card record. In practice, such cards are kept very often in the 
store itself and filled in by the storekeeper. They serve as pur- 
chase records also so that he may have all the information at 
hand to enable him to fill out the purchase requests. If the pur- 
chasing agent is in charge of the stores, he may use these cards as 
the basis for his purchase orders. If the cards are kept in the 
stores, the accounting office usually keeps only the controlling 
inventory account. This must be checked with the perpetual in- 
ventory cards at intervals and adjustments made to reconcile the 
totals periodically. No matter where the cards are kept, the items 
must be checked by a physical count made by the accounting of- 
fice from time to time. The period varies from one month to one 
year, depending upon the value placed by the superintendent 
upon the checking of the count. In some places a continuous 
check is being maintained by sending the stores record clerk to 
the stockroom with a dozen or more of her cards chosen at ran- 
dom in order to see if the balance agrees with the balance on the 
shelves. In this way, the whole stock may be checked within a 
certain period, if desired. 

In some of the larger institutions the tabulating machine has 
increased speed in evaluating the inventory. The name of each 
item is written on a punch card and the quantity on the shelf is 
written in by the storekeeper. This is checked by the inventory 
clerks and the price per unit is also checked. The cards are then 
sent to the tabulating department where they are punched for the 
total value of the stock as calculated by the number of items and 
the value of each, and then the total value of each and all items 
computed. 

Floor inventories are taken in most institutions monthly or 
quarterly, usually by the head nurse. A clever and simple device 
for inventorying the nonconsumable supplies, such as basins and 
instruments, is to have a loose-leaf book ruled with thirteen col- 
umns, in the first of which is to be written the standard adopted 
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for the floor; in each of the other columns is to be written the 
actual inventory on the last day of the respective months. 

The inventory cards or stores records enable the superintendent 
to find out quickly what stock is at hand and the quantity which 
has been used over a given period in any one or more hospital 
divisions. They also help in taking and checking the physical in- 
ventory. 

If the summarized disbursement record which is sent by the 
storekeeper to the accounting office is designed to provide a col- 
umn or each separate hospital division to which supplies are sent 
from the stores, the quantity and value used in each may be read- 
ily available for the times when it is important to have compara- 
tive cost data on different units. 

The labor involved in the initial installation of a perpetual in- 
ventory is considerable, but its maintenance is not arduous, and 
the resultant control over stock fully justifies the effort because it 
provides the following information in readily assimilated form 
with little effort: (1) the firms from whom purchased, with com- 
parative prices; (2) the quantities purchased and the seasonal 
variations; (3) the total quantities used and the amounts used by 
different departments; (4) the value of supplies issued to different 
departments; (5) the inventory of goods on hand, which should 
agree with the actual quantities found and also convey a warning 
when stock is running low; and (6) the value of goods on hand, 
which should agree with the balance in the stores account. 

One author recommends the following procedure: 

Once each month the storekeeper will run an adding machine tape from 
his stock book of the value of the remaining stock on hand, each tape cover- 
ing a single classification. This provides the administrative office with the 
total value of all material on hand by months, and by classifications. 

At the same time, the accounting department will foot all purchases made 
during the month, by classification of account number. These two footings 
will give information of the actual purchases, value of remaining stock, and 
actual value of all disbursements.3 


3s Arthur C. Bachmeyer, “Standards of Practice for the Storeroom,”’ The Modern 
Hospital Yearbook (1926), p. 117. 
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ACCOUNTING PROCEDURE 


Some confusion has existed as to when goods should be charged 
to expense; that is, when purchased, when issued for use, or when 
actually used. The Manual on Accounting published by the Amer- 
ican Hospital Association advocates that supplies be considered 
as expended when issued from stores, because theoretically only 
articles for immediate use are found in departments or on the 
floors. In small hospitals they may be charged when bought di- 
rect to various operating expense accounts instead of to the stores 
account, as is necessary in the larger institutions. There is one 
difficulty, however, in that, if the goods are considered as used 
immediately when issued from stores, there is no inventory figure 
for linen in circulation, or dishes and glassware or silver in use. 
Such figures are sometimes very desirable; for use in estimating 
annual replacement estimates, for example. 

Dr. MacEachern has outlined the following procedure for re- 
cording and calculating departmental expenses: 

For staple articles usually kept in stock the invoices are entered in the 
voucher register and the totals posted monthly to the stores account in the 
general ledger. From the requisitions on file at the end of each month the 
stores account is credited by journal voucher with articles issued, the de- 
partmental expense accounts being debited. 

Perishable supplies which are for immediate consumption are entered 
in the voucher register and distributed directly to the expense accounts of 
the departments to which they are issued. 

Numerous articles which would be hard to pass individually through 
stores are credited directly to the expense accounts. %* 


REPORTS 


Recapitulation of purchases and issues by classification and by 
departments, prepared by the accountant in as simple a form as 
possible, will summarize for the superintendent the movement of 
supplies within the institution. To be of maximum value such 
figures should contain comparative figures for the previous month 
and for the corresponding month the year preceding, as well as 
the comparative rates of occupancy in these various periods. The 
comparisons will be worth little, however, unless the variations in 


36 Op. cit., p. 717. 













































300 THE JOURNAL OF BUSINESS 


prices in the periods under consideration are noted. The informa- 
tion requested by the board and the superintendent will deter- 
mine the form of report submitted and, therefore, the details of 
the accounting. 

A CHART OF PROCEDURES 


A very elaborate and helpful flow chart to illustrate the pro- 
cedures involved in the control of hospital supplies may be found 
in Hospital Management for May, 1935. This has been prepared 
by Robert Penn, C.P.A., and Allen A. Ward, the originators of 
the Penn-Ward record system. It will be found quite inclusive and 
detailed. 

There is also included in MacEachern’s book a chart of the 
business transactions of the hospital.’7 Two sections of this chart 
list the forms to be used as evidence, the records to be maintained, 
summaries necessary, and reports which should be made on all 
purchases and on all materials consumed. 

To illustrate the various steps involved in the procedure for 
providing supplies, Figure 3 has been devised. This shows the 
cyclical relation of the different steps, the persons responsible for 
them, the approvals necessary, and the forms to be used for each. 


FORMS FOR USE IN BUYING AND ISSUING SUPPLIES 


Appropriate forms should be used freely because they save 
time and labor and prevent deviation from procedures. In adopt- 
ing forms for any use, the following suggestions should be of value: 
1. They should be so simple that they can be filled out rapidly and almost 

automatically by the average person. 

2. When filled out, they should provide information in such form that it is 
easily read and can be checked readily for omissions and errors by casual 
inspection. 

3. Only essential information should be requested and, when given, should 
provide intelligible, complete, and reliable data. 


With reference to supplies, the forms should be so planned as 
to provide complete information and the history of each item 
from the time its purchase was requested until it is entirely con- 
sumed. This means that at least these forms must be used: pur- 


37 Ibid., p. 676. 
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chase requests, quotations, purchase orders, receipts for delivery, 
invoices and credit memorandums, stores requisitions, and stores 
record cards. 

picednaion Requesti of Supplies Consumers 

: On stores TequreTEToes by department heads 


or floor supervisors 
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Fic. 3.—The cycle of procedures involved in the storage and issuance of sup- 
plies. 


The quotations, invoices, and credit memorandums do not need 
to be discussed here, inasmuch as they do not immediately affect 
the storage problem. The others, however, are very important 
and can be great conveniences if properly designed. They may, 
on the other hand, be relatively expensive if too elaborate and 
time-consuming. The mimeograph may be used for early edi- 
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tions of the various forms because it is usually only through trial 
and error that adequate forms may be devised. In many places 
the forms are made up on the mimeograph for several editions 
before finally being printed. In order to help in the special con- 
sideration and calculation necessary, the Committee on Account- 
ing and Records of the American Hospital Association has recom- 
mended a set of forms for use in hospitals. Although most super- 
intendents feel that their organizations require a somewhat dif- 
ferent system and data, and so have their own forms printed in- 
dividually, these American Hospital Association forms are simple 
enough so that the individual needs and desires of the various in- 
stitutions may be superimposed upon them as a base which is 
satisfactory to meet normal requirements and upon which to build 
to meet individual requirements. Information regarding these 
forms may be obtained from the American Hospital Association. 


THE PURCHASE REQUEST 


As a sample purchase request form the one in use at the Uni- 
versity of Chicago is shown in Figure 4. This is printed in dupli- 
cate, the original or white copy being sent to the director’s office 
for approval after being filled in, and is then forwarded to the pur- 
chasing agent, the duplicate or yellow copy being retained by the 
person requesting the purchase. To help the responsible author- 
ity in determining the advisability of the purchase, some institu- 
tions have gone further and used a rubber stamp such as that 
shown in Figure 5. The heading shown in Figure 6, used to tabu- 
late necessary information and the action finally taken, seems to 
the writer to cover the subject neatly and might be combined with 
the purchase request, if desired. 


THE PURCHASE ORDER 

Form B-1-B (Fig. 7), recommended by the American Hospital 
Association provides a simple and adequate purchase order for 
universal use. It is printed on an eight-and-one-half-inch by five- 
and-one-half-inch sheet, is numbered serially and made in tripli- 
cate, the original or white copy for the vendor, the duplicate or 
buff for the storeroom, and the triplicate or blue copy for the pur- 
chaser’s file. 
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THE RECEIPT FOR DELIVERY n 
As has been mentioned, in many institutions the storekeeper i 
uses the duplicate of the purchase order as his receiving memo- 
























































Pp 
Pp 
Date of last purchase Ss 
Quantity last purchased d 
Quantity on hand il 
Fic. 5.—Rubber stamp for purchase request 
Name of Article| Last |Last] Amount]] New Supplier 
Needed Cost | Needed From 
New Stock 
is 
To be filled in 
originator of 
Fic. 6.—A suggested form of the purchase request 
Porm Bel-B 
PURCHASE ORDER 
Reqs Noe , Noe 
Please refer to this number 
To on your invoice and pack- 
age list. None other than 
terms specified will be ac- 
Deliver to soptede 
tl 
The Following Described Merchandise; fc 
s] 
u 
nh 
ir 
Terms: 
“Superintendent. 

Fic. 7.—Purchase order form—recommended by the American Hospital Asso- si 
ciation. tt 
randum to be signed and returned to the purchaser. In this case, : 

‘ 


however, the duplicate of the purchase order has an additional 
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note printed at the bottom, such as shown in Figure 8. In other 
institutions where stores are very large an elaborate receiving re- 
port is in use. But the form recommended by the American Hos- 
pital Association is very simple and doubtless adequate in the 
small hospital where any discrepancy between the order and the 
delivery is immediately checked on and followed up by the super- 
intendent himself, and where the receipt is merely a formal record 








—— oat es “ ~a 
Received the above = material has been 
carefully checked reece as 
Quality Weight Count i 

Signed 











Fic. 8.—Receipt form at bottom of purchase order form 





Porm Bel-C. No. 


RECEIVED OF 
Date 
Order Hoe » the following: 


"Storekeeper 











Fic. 9.—Receipt form suggested by American Hospital Association 


that the goods has arrived. The American Hospital Association 
form (B-1-C) is printed in duplicate on a nine-inch by six-inch 
sheet and bound in books for ready use (see Fig. 9). It can well be 
used to indicate partial receipts of which the purchaser should be 
notified when the purchase order cannot be receipted and returned 
inasmuch as complete delivery has not yet been made. 


THE STORES REQUISITIONS 

The forms in use for requisitioning stores vary from extremely 
simple ones to expensive check lists. Conditions within the insti- 
tution will govern the selection. Where definite standards have 
been adopted and the number and variety of articles in stock have 
been definitely established, it may be worth while, because of the 
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time saved thereby, to use a form on which is already printed a 
list of the most frequently called-for items. The danger in such 
lists is of their being too suggestive and so encouraging overstock- 
ing or hoarding. 

Form B-1-E, the internal requisition (Fig. 10), recommended 
by the committee of the American Hospital Association, is not 





Form Bel-E 


Department 





The following supplies are desired from 





Returned Quantity Description Amount 
in Wanted of (Do not write in 
Exchange article this column) 











(Here the store- 
_Kkeeper will 
fill in the 
quantity de--"— 
livered and —_] 
stores record 
clerk will --— 
fill in the, 
price 
charged. ) 









































Requested by 





Approved 
Received by 














Fic. 10.—Internal requisition form recommended by the American Hospital 
Association. 


regularly furnished in duplicate, but carbons can be made if de- 
sired for departmental records. This form is eight inches by five 
inches in size. The receipting of this internal requisition when the 
goods is delivered eliminates the need of any special receipt 
blanks. The requisition when receipted is given to the stores rec- 
ord clerk, who prices the items and posts the quantities on the 
stores record cards. He also indicates the distribution of the 
charges to be made by the ledger clerk. A-distribution card or 
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sheet should be used to maintain an adequate record of the sup- 
plies used in various departments, and the stores record clerk 
should be held responsible for posting stores requisitions to such 
a card or sheet and forwarding it periodically to the ledger clerk. 


THE INVENTORY OR STORES RECORD CARDS 


On this form probably more than any other has time been spent 
by the various companies specializing in forms, and by the hos- 
pitals themselves. There is so much material which is of interest 
and importance in this connection that it seems almost impossible 
to combine it satisfactorily in compact form. The neat systems 
devised by various manufacturers are appealing and often induce 
the executive to invest fairly large sums in an effort to have the 
desired information readily available. Investigation of these sys- 
tems, however, has led the writer to believe that an expensive 
card system which calls for special filing cabinets and costly 
guides is not wise. 

In order to contain all the proper information, these cards 
would have to be almost page size—too large for a card file. 
Sheets to be used in ledgers of loose-leaf design are proving more 
satisfactory. The new-style, legal-sized ledgers with many rings 
so that sheets may be inserted at any height in the ledger will al- 
low for almost any length of sheet or card to be inserted and others 
arranged at quarter- or half-inch intervals to the top and bottom 
of the book, thus leaving the title of each visible. There is no 
question then of having to remove the card from the file to make 
the necessary entries, hence time and annoyance are saved. The 
ledgers are much less expensive than the card files of the visible 
type, and no extra fasteners and gadgets are required. Cards such 
as are now being made for the visible files may be had in the same 
form but with the necessary hole-punching so as to be inserted in 
ledger covers. Probably from two to five ledgers, with their con- 
tents arranged in alphabetic order, will carry the cards needed for 
stock supplies in most hospitals. Supplies should be grouped in 
these ledgers primarily by their classifications; that is, drugs, 
linens, foods, medical and surgical, and housekeeping. The data 
which might well be included on each card are: 
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Name of vendor Value of quantity on hand 

Accurate and conclusive description Date of purchase and receipt of goods 
of material Purchase order number 

Quantities on hand and on order Space required 

Maximum and minimum quantities Location 

Unit price Use 

Quantity consumed Control account 





Porm B-l-F. 


Article 





Unit 








Purchased From 





























wasted 








(Reverse Side) 








DISBURSEMENTS 


Article Price 








Received (Here will be written the 
names of departments to 
which issues are made.) 





























es YN a 


Fic. 11.—Both sides of the inventory card recommended by the American 
Hospital Association. 

















If the disbursement record can be designed so as to provide a col- 
umn for each of the hospital divisions to which supplies are fur- 
nished from the storeroom, figures on the quantity and value of 
supplies used in each may be readily compiled when and if de- 
sired. 

The inventory card, Form B-I-F (Fig. 11), recommended by 
the American Hospital Association, to be printed on both sides on 
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nine-inch by six-inch forms, is comprehensive enough to provide a 
purchase record, a disbursement statement, and an inventory 
figure, which gives at a glance the history of the article from the 
time of its being ordered. Depending upon the organization of the 
institution, separate purchase and stock records are kept, or these 
records are combined. Where the purchasing is done by a special 
agent who is not directly responsible for the stores, separate rec- 
ords on purchases are essential. If the purchaser is in charge of 
stores, he may well use the form shown here, which combines both 
records. 
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Fic. 12.—Inventory tabulating card in use at the University of Chicago Clinics 


In many cases encountered during this study it was obviously 
not considered important to indicate on the record card the par- 
ticular departmental divisions to which goods are issued, and the 
record simply indicates disbursements in toto. 


THE INVENTORY REPORT 

Some simple forms are needed in taking and checking inven- 
tory in the various storerooms by actual count as must be done at 
least once a year in order to check the perpetual inventory. In 
the larger hospitals, as has been mentioned, the tabulating ma- 
chine has made the punch-card system useful. Tag cards, such as 
that shown in Figure 12, may be used. These may be filled out in 
advance by the storekeeper in his spare time and be ready for use 
the minute the store is closed for inventory; then only the actual 
counting of items by the accountants and the filling-in of the re- 
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sults will be necessary. The cards may afterward be sorted in 
whatever way is desired and subtotals and totals run off easily. 
Usually this is all that is necessary for the administrator’s infor- 
mation and for use in checking the control accounts. 

A loose-leaf inventory sheet, such as that illustrated in Figure 
13, provides a more easily assimilated set of figures for permanent 
record and is entirely feasible where the number of items in stock 
is carefully limited. 
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Fic. 13.—Form for use in listing inventory at the Evanston Hospital, Evanston, 
Illinois. 

_VI. SUMMARY AND CONCLUSIONS 

Analysis of the subject of the storage and issuance of hospital 
supplies includes consideration of policies, organization, person- 
nel, facilities, and procedures. 

Policies, as was stated in Section II, are the rules of action 
adopted to achieve the objectives set by the board of trustees. In 
the case of stores, the objective should be the provision and pres- 
ervation of supplies in proper quantities to allow for their econom- 
ic purchase and usage. The board is responsible for establishing 
the general rules they wish followed in obtaining this end. That is, 
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the board must decide upon the type of organization to be set up— 
how centralized the handling of supplies shall be, what the author- 
ity relationships are to be, what shall be provided in the way of 
facilities and personnel, the accounting system in general, how 
large and diverse a stock shall be carried, and how, on the whole, 
it shall be controlled. 

The superintendent is then responsible for completing the or- 
ganization along the lines determined upon and for seeing that 
it functions efficiently. The organization of the storeroom, as ex- 
plained in Section III, involves combining facilities, procedures 
and personnel into a unit which will function to receive, distribute, 
and preserve supplies, and to provide records of performance for 
the information and guidance of those in authority. Figure 1 (p. 
186) presents the functions and subfunctions to be performed and 
provides a base upon which the work may be divided or combined 
and tasks assigned to the available personnel. 

Since the purchasing and storeroom functions are necessarily 
interrelated, it is recommended that they be combined under one 
executive. This is automatic in the very small hospital where the 
superintendent does his own purchasing and has the stores under 
his own immediate control. Unless the hospital has more than one 
hundred beds, it is not necessary to have a special purchasing 
agent. If there is a purchasing agent, the storekeeper should be 
responsible to him as the representative of the superintendent. 
The careful instruction of the storeroom personnel in their duties, 
powers, and responsibilities, and the establishment and general 
circulation of knowledge of the general rules for obtaining supplies 
are essential. Usually the cause of failure is the lack of apprecia- 
tion and understanding of the objectives and the general rules by 
which it is planned to attain them. Up-to-date and well-indexed 
“policy” books in the offices of department heads are advocated 
as means of publicizing and making permanent certain routines 
and of providing uniform interpretation of the policies and regu- 
lations of the board and the superintendent. The superintendent 
or his representative must supply personal direction in the way of 
helping to plan and accomplish changes in facilities, personnel, 
and procedures, as needs are demonstrated, but should insist 
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that rules once established be followed rigorously because only 
in that way can their deficiencies be properly corrected. The 
superintendent must also supervise and control the process by in- 
spections and reports. 

The provision of adequate facilities is not simple. It requires 
great care on the part of the superintendent to insure it, for stor- 
age is often the most-neglected function in the hospital as far as 
architects and boards are concerned. It is considered the first 
thing to eliminate when space becomes dear. It is forgotten that 
lack of storage space sometimes causes dangerous understocking 
in the hospital, as well as loss of quantity discounts. It was found 
in this study that an average of thirty square feet per bed for 
storage of supplies is the minimum for efficiency. But just as im- 
portant as the gross size of the storage space is the division of the 
space, the arrangement of equipment, the location of the rooms 
with reference to the other hospital units, and the physical facil- 
ities provided in the stores, such as light, ventilation, and tem- 
perature and humidity control. 

Storage space must contain provision for food, linen, drugs, 
medical and surgical supplies, stationery, general supplies, silver- 
ware, anesthetics, X-ray films, and fuel; each of these classifica- 
tions has its own characteristics requiring special consideration in 
the way of temperature, humidity, ventilation, light, and special 
equipment. In Section IV definite recommendations are made 
for the facilities and equipment which are best for the various 
items stored in almost every institution. 

Storage requirements in different institutions will naturally 
vary according to the nature of the institution; that is, its size and 
type, and to the policy of the board as to the amount of the inven- 
tory to be carried, and this in turn will depend upon the geograph- 
ic location and the financial resources of the institution. 

Centralization of stores is advised, if at all feasible, because it 
has the following advantages: (1) no confusion in finding the 
right location for obtaining different supplies, (2) no duplication, 
hoarding, or unnecessary expense in equipment, (3) unitary re- 
sponsibility, (4) expert supervision, (5) economy in time and labor, 
(6) smaller space requirement, (7) better purchasing efficiency 
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(8) facilitation of standardization of supplies; and (9) a lower 
necessary inventory investment. 

This study has shown that it is not unusual to allow the dietary 
department and the pharmacy to specify and even order their 
own supplies, but the goods should be handled by the general 
stores and issued to the department just as in the case of the other 
departments. Stores should be so located as to save time and 
labor by keeping movement of materials always in one direction 
and as nearly as possible in a straight line. 

The receiving-room should be at the rear of the hospital, with 
easy access for deliveries and for transportation to the other units 
of the hospital, and should be as close as possible to the general 
storerooms. In the storerooms themselves the adoption of a 
standard storage unit, three feet by four feet, for example, will 
facilitate rearrangement and readjustments as necessary by inter- 
changing units. This unit can contain bins, shelving, drawers, 
cupboards or lockers, and shelving can be differently interspaced 
in different units as circumstances dictate. The three-by-four 
size is selected because it can be halved, and three-by-two-foot 
sections used around the wall at times. Figure 2 (p. 204) illus- 
trates what is considered an efficient arrangement of equipment 
in the general storeroom. 

Methods and procedures adopted in connection with storage 
and issuance of supplies are explained and discussed in some de- 
tail in Section V. The superintendent must see that the pro- 
cedures in force adequately cover the existing situation, that they 
are understood by those concerned, and that they operate to ac- 
complish their objectives as quickly and easily as possible. They 
must be simple, inexpensive, and definite, with responsibility for 
each step definitely placed. They must, incidentally, be sufficient- 
ly flexible so that they do not interfere in an emergency and may 
be adjusted when necessary. 

The establishment of standards for the quantity and quality 
of supplies to be on hand in stores or in the hospital divisions is a 
time-consuming but well worth-while procedure. At least, if no 
other standards are adopted, it should be a matter of policy to 
comply with the standards set for hospitals by the Committee on 
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Simplification and Standardization of Furnishings, Supplies and 
Equipment of the American Hospital Association. These stand- 
ards are not enforced by any authority, and their value depends 
upon the degree to which they are accepted. If generally accepted, 
they can do much toward saving money and time for hospitals. 

The steps necessary in maintaining standard quantities in- 
clude calculation of ordering points, maximums and minimums, 
and ordering quantities, but it should be emphasized that circum- 
stances alter cases, and the superintendent must be alert to see 
that his system does not become too mechanical. 

Special routines, such as that for purchase requests, purchase 
orders, receipt of goods, storing of items, and stores requisitions 
and issuances as well as inventory procedures are described at 
some length. In all these routines the following should be kept in 
mind. It must be clearly understood who is responsible for initiat- 
ing the procedure, upon whose approval it depends, what limits 
are set upon the action involved, how much detail is necessary, 
and who is responsible for seeing that the procedure is completed, 
and what checks there are to insure its being performed correctly. 

Basically, the system of routine procedures for obtaining sup- 
plies should insure that all orders shail be in writing from the con- 
sumer, be subject to standards in quantity and quality as estab- 
lished by the board and the superintendent, be approved by the 
superintendent or his representative, be specific and correct in 
terminology, and be receipted for when delivered. 

All material must be safeguarded by lock and key and by prop- 
er procedures. Economic turnover and the quick elimination of 
obsolete material must be maintained. The check on procedures 
is found in the reports to the superintendent from the stores and 
the accountant. The stores clerk should be under the authority 
of the accountant as far as record work is concerned, but in all 
other matters he should be responsible to the chief storekeeper. 
Perpetual inventories are advised. The records must contain a 
complete history of each item so as to give the superintendent 
complete knowledge of his resources and their location and to 
serve as a basis for determining future needs which must be deter- 
mined from time to time for budget or other purposes. In storage 
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procedure, the old axiom should rule, ‘‘A place for everything and 
everything in its place,’’ but much painstaking effort should be 
put into finding the best place for everything. 

Some forms are presented as a basis upon which the individual 
institution may devise its own forms. Since each organization has 
its own problems and requires different data for different pur- 
poses, the forms shown cannot be considered for use arbitrarily 
but should be regarded as suggestive. Most of them are those 
recommended by the Committee on Accounting and Records of 
the American Hospital Association. Forms may be a source either 
of labor saving and convenience or of unjustifiable expense and 
nuisance; hence they warrant careful consideration. 

Figure 3 (p. 301) illustrates the cycle of procedures involved 
and the forms necessary for them, as well as the authority rela- 
tionships involved. 

In conclusion, it should be emphasized that supplies should 
really be considered in the same category as cash, and as much 
care should be taken in accounting for them as in the case of 
money. Only enough to insure efficient operation should be kept 
on hand. The person responsible for them should be expected to 
safeguard them while they are in his possession, to see that they 
are issued only upon proper authority, and to provide vouchers 
or receipts for every item he receives which he no longer has in his 
possession, just as is the cashier in the case of cash. Since the cost 
of supplies constitutes approximately 50 per cent of the total hos- 
pital expenses during the year, the preservation and economic 
usage of these supplies is of vital importance and merits the care- 
ful consideration of all concerned, particularly the superintendent 
and his board of trustees. 





BOOK REVIEWS 


NEW LITERATURE ON THE BANKER’S PROBLEMS 


Reviewed by MELCHIOR PALYI 


I 


Never has commercial banking been a matter of so simple business 
routine as it is now; and probably never did it, unless in times of panic, 
give rise to more unexpected problems and “‘headaches.”’ It is a simple 
matter indeed to receive deposits at one counter and to buy govern- 
ment bonds at the other; there is practically no competitive problem 
involved, or much credit risk. It almost appears as if banking could be 
run by any business-school graduate without much experience, knowl- 
edge, or “hunch.” But this is exactly the root of the difficulty in which 
the banker finds himself. What are his functions under such cir- 
cumstances and how long are they likely to last? How is he going to 
find his way through the labyrinth of laws, regulations, and similar 
impediments? How can his standards of policy, derived from old ex- 
perience, be adapted and adjusted to what appears to be an entirely 
new world? And what are his prospects of ‘making a living” if his 
business has been transformed from loans with high earning power to 
bonds of extremely low return? He will find little consolation in, and 
not much of an answer to, these questions if he turns to the current 
literature on banking. But he ought to turn to it, if for no other reason, 
for the hope of learning by accumulated experience to avoid some of the 
pitfalls and fallacies involved in the unique situation which prevails. 

To learn from books is, of course, an indirect procedure; and such 
useful indirection is provided by good historical studies. C. C. Ab- 
bott’s history of The New York Bond Market, 1920-30" is one of those 
studies which, in the form of a purely historico-statistical presentation, 
gives a great deal of practical inspiration to the reader who enjoys 
reading ‘“‘between the lines.” Such sidelights are certainly more sig- 
nificant than the rich volume of factual data per se which the book 
presents, including the well-arranged tables and charts, or the sum- 


* “Harvard Economic Studies,” Vol. LIX. Cambridge: Harvard University 
Press, 1937. Pp. xvii+224. 
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marized conclusions of the last chapter (pp. 142-61). As to the theoret- 
ical generalizations of the author at the outset (pp. 5-26) are not only 
unimportant but, in part, positively misleading. To make presence or 
absence of excess reserves in the banking system the “most important” 
element in determining the interest rate is unsatisfactory because it 
overlooks the fact that this factor is in turn derived from several others- 
He also stresses the communication between the different sectors of the 
capital market and appears to assume that the rates charged in each 
follows closely those of other sectors. To assume, moreover, that “at 
any given time the demands for capital placed in the bond market are 
more influenced by the current price of capital than they are by the 
needs of industry for long-term loans” is singularly naive in face of the 
fact that in the 1920’s tremendous demand for capital came on the 
market at comparatively high rates while the low rates of the 1930’s 
were not able to substantially influence the demand. The error is pos- 
sibly due to some confusion of high vs. low and rising vs. falling rates. 
Nor are the funds flowing to the bond market necessarily ‘‘free” funds 
not needed for any other purpose, as the author assumes. But these 
errors in the general approach do not alleviate the value of the factual 
study; the theoretical errors are rooted probably in the school 
(Harvard) to which the author is ‘‘indebted’’—he mentions Professors 
W. L. Crum and C. J. Bullock—rather than in his own intellectual 
initiative. They certainly do not interfere with the book’s usefulness 
in terms of comparative conclusions which the author does not always 
point out explicitly. 

He mentions it time and again that the American bond market of 
the 1920’s has followed the open market operations of the Federal 
Reserve system far more closely than one would assume for a period in 
which central management of the financial structure was supposed to 
have comparatively little relevance. ‘In the years 1922, 1924 and 1927, 
in the latter part of 1929 and in 1930, the Reserve Banks bought sig- 
nificant quantities of government bonds. Other types of banks also 
substantially increased their security portfolios in 1922, 1924, 1927 
and 1930” (p. 23). Plainly, the banks have stepped in each time fol- 
lowing the Reserve institutions, a fact not emphasized by the author 
whose interest is statistical rather than analytical. Nor does he discuss 
the interpretation that the sequence was due to stimulation of specula- 
tive appetite created by rising bond prices rather than to the greater 
liquidity of the market provided by the operations of the Open Market 
Committee. The added liquidity was soon absorbed, while bond prices 
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and even trading volumes continued to rise for months, and in one case 
(1924-27) for years. ““The effect which such purchases had on bond 
prices, on the volume of trading, and on the number and volume of 
new issues was direct and immediate,” as Professor Abbott points it 
out clearly with the aid of elaborate statistics and charts (pp. 38, 82, 
110 ff., etc.). The implication of his very cautious and restrained pres- 
entation, namely, that the central bank carried a substantial responsi- 
bility for the runaway boom of 1927-29, is obvious. 

The problem raised by the author as to whether or not his explana- 
tion of the course of the bond market in the 1920’s in terms of a vastly 
growing monetary expansion is or is not in accordance with J. M. 
Keynes’s theory of the cycle (which of his theories?) remind the reader 
of seventeenth-century philosophers who worried about the question 
whether the rationalistic approach to the universe was in accordance 
with the Bible. Dr. Abbott’s interest is largely concerned with corpo- 
rate bonds—and only with bonds marketed on the New York exchange 
—his attention being focused on the relationships of the bond market 
to the course of the cycle. He emphasizes (p. 157) that the peak of 
corporate bond issues was reached in 1927, i.e., two years before the 
peak of the cycle, and that the growth in the volume of issues up to 
that point has been faster than the increase either in Mill’s index of the 
production of capital elements or the rise of net corporate incomes (the 
latter figures borrowed from S. H. Nerlove’s A Decade of Corporate In- 
comes)—a typical symptom of the boom just as the reverse situation at 
present may serve as indicator of a prolonged depression. The reader 
will also find occasional remarks about changes in the spread between 
the yield of different types of bonds; e.g., “the five-year decline in long 
rates (between August 1923 and March 1928) was accompanied by a 
very striking decrease (from 2.30 per cent to 0.86 per cent) in the spread 
between the yields of first and second grade bonds.’” The tacit impli- 
cation is that in an upturn “secondary” bonds appreciate more than 
those of prime grade. Unfortunately, neither is a causal analysis of- 
fered nor is the statistical comparison between different types of bond 
yields expanded much beyond comparing short and long rates and the 
yields on Baa corporate bonds with those of the Aaa grade. In this 
respect Dr. Abbott’s study shares a weakness of the voluminous study 
of Dr. Macaulay on The Movements of Interest Rates which the National 
Bureau of Economic Research published in 1938. Both students ap- 


2P. 140 and Chart I, p. 28. 
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pear to have been unaware of the numerous problems which changes 
in the price relationship between different bond categories involve. 
However, such criticism is likely to overstate some shortcomings of 
otherwise excellent essay. The reading of Dr. Abbott’s study is most 
instructive because of the picture it draws year by year of the capital 
market conditions of the 1920’s and of their general backgrounds. It is 
a vivid picture, very refreshing and sometimes exciting—especially if 
one looks at it through the spectacles of the acute interest which the 
question ‘How should I have acted as a banker?” brings to the fore. 
A similar interest, and even more so, should be aroused by a book 
called The Margin Trader with the sensational subtitle A Study in 
Trade in Securities and Insecurity in Trade, whose author, Kemper 
Simpson, signs as ‘‘Formerly, Economic Advisor to The Securities and 
Exchange Commission.” There is, unfortunately, nothing “exciting” 
about this book beyond its subtitle. The only interest it is likely to 
create is due to the fact of the author’s official connection. What has a 
former economist of the S.E.C. to offer? What did he learn about the 
inside of the market place and the deep problems of a monetary or 
other kind which it hides? Apparently nothing more grew out of that 
experience but an elementary treatise on margin trading, on the brok- 
er’s functions, the reasons for the separation of dealers and brokers, the 
relationship of the banker and the broker, with some superficial pages 


about the effect of security speculation and margin trading on the cycle, 
including business-cycle theories (taken care of on four pages), and 
other commonplace matters. There is no discussion of the S.E.C. and 
its achievements offered that would be worth mentioning. Perhaps the 
outstanding feature of the book are facetious remarks about liquidity 
and volume as “‘idols” of the bankers (pp. 47-67) and similar thrusts at 
the anti-New Dealers. 


II 


Of course, the center of American banking problems is occupied at 
present by bond portfolios which have risen in a decade from barely 30 
per cent to about 60 per cent of all earning assets of member banks.‘ 
They have become part of the banks’ first-line-liquidity reserve and at 
the same time a major source of their earnings and appreciation gains. 
For example, the 777 member banks of the Seventh Reserve District 


3 New York and London: Harper & Bros., 1938. Pp. xvit+170. $2.50. 
4 Cf. W. J. Carson, “Trends of Typical Earning Assets and Their Significance,”’ 
Journal of the American Statistical Association, June, 1938, pp. 311-18. 
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derived in 1939 31.3 per cent of their total current earnings from inter- 
est return on securities alone. Here is a field the analysis of which ought 
to be helpful and one that confronts the banker with the most difficult 
among his unsolved questions. Books on the subject are likely to meet 
with interest, and they are forthcoming indeed. 

The Bankers’ Handbook of Bond Investment by James W. Wooster, 
Jr., is written by a man of practical experience who signs as “‘associ- 
ated with Lazard Freres & Co.”’s The idea of this handbook is a two- 
fold one: to offer a great deal of factual information as well as a set of 
somewhat rigid formulas which the banker should observe in choosing 
his investments. He postulates, for example, “‘a maximum relationship 
between the total of Investment Reserve bonds and the equity of the 
bank” (p. 113); or tries to figure out with precision what the minimum 
secondary-reserve requirements of a bank should be in accordance with 
the “fluctuations” in savings or time deposits of the institution (p. 102), 
and castigates bankers for “‘the mistake of carrying more Primary 
Reserve than they require for actual Primary Reserve needs” (p. 98). 
Such a reserve is also figured out in a quasi-mathematical fashion, and 
the author does not seem to be much worried by the fact that banking 
practice apparently does not bother about mathematics. Nor does he 
raise the question why bankers neglect to follow his advice, and over- 
looks the fact that his own principles are derived from a purely ar- 
bitrary choice of standards. 

But this is a minor aspect of the approach presented in Wooster’s 
Handbook. It is more distressing to find an obvious misunderstanding 
of the functioning of the bond market and of the role of the banks. 
That a practical banker should rigidly rely on ratings (pp. 150-52) asa 
supreme guide to investment policies is surprising indeed, especially so 
when he does it with the aid of a few ad hoc statistics, ignoring the 
literature on the subject. Moreover, the author’s analysis of the gov- 
ernment bond market apparently ignores the manipulation of that 
market and its consequences. The fact that the banker buys more gov- 
ernment bonds than Mr. Wooster would advise him appears in the 
proper light if one realizes that that market functions on the assumption 
of a governmentally guaranteed minimum price for federal bonds and 
that the banker can carry them better at par or cost. Without men- 
tioning such facts, the picture of both, the bond market and the 
bankers’ interest involved, is distorted. Most astonishing is the au- 


5 New York and London: Harper & Bros., 1939. Pp. ix+249. 
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thor’s thesis that “‘any realistic investment program will take cog- 
nizance of the historical fact that bonds as a whole tend to deteriorate 
in quality” (p. 149). One suspects that the author has been too deeply 
impressed by the experience of the last depression from which many 
observers have not yet “recovered.” If it were true that bonds tend to 
deteriorate, then the only thing to do would be not to buy them. Such 
an alleged general trend is, however, not borne out either by history or 
by a priori reasoning, and the weakness of the author’s position on this 
subject is indicated by the circumstance that he does not even attempt 
to elaborate such a broad generalization. 

Wooster’s book, limited as its practical value for advising the banker 
may be, is definitely of the scholarly type. It might serve as a primary 
textbook on banking in colleges as well as on the banker’s desk. No 
stretching of benevolence would permit a similarly favorable judgment 
of another recent publication in the field. The title How To Make 
Money in Government Bonds® is indicative of this book’s character, 
written by S. F. Porter (‘‘Financial Columnist” of the New York Post), 
who emphasizes that his aim is to persuade the reader to “‘speculate”’ 
in government paper. As a matter of fact, he is little interested in the 
merits of that paper for permanent investment, and intends to teach 
the American public to follow alleged British and French examples in 
substituting the government’s I.0.U. for stock exchange instruments 
in in-and-out speculation. He points out that “speculating in new is- 
sues or outstanding bonds of the British government is an established 
practice” (p. 1), but neglects to mention that the basic role of that 
paper in Britain as well as generally in Europe consists in serving for 
permanent investment. He stresses the fact that limitations whatso- 
ever imposed upon American security markets do not apply to govern- 
ment obligations which can be bought on a margin of 5 per cent or less 
(pp. 4£., 35, and passim). He makes a great story of “free riding” 
(chap. iii) which means “trading in new Treasury issues for the one 
purpose of a quick profit” —a technique which has been since virtually 
eliminated. Most important, however, is his implied and open advice 
to speculate because there is practically ‘‘no risk” in government 
securities. According to Mr. Porter, one needs to know a great deal if 
one speculates in stock-exchange securities, but the buyer of govern- 
ment bonds has only himself to blame if he neglects “‘to watch the 
sensitive barometers that nearly always foretell a change in price trend 


® New York and London: Harper & Bros., 1939. Pp. xiv+238. 
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long before it occurs.” So, here is a new way to get rich quick, since 
“the factors affecting government bond prices are so few in number and 
so easy to watch” (p. 47). One wonders whether Mr. Porter would 
have foreseen the recurrent weaknesses of that market, such as in 
September, 1939. His hints as to what determines bond prices cer- 
tainly indicate strong limitations of his forecasting ability, since he 
seems to be satisfied by the assumption that great excess reserves in the 
banks at present are sufficient protection for the future. This much 
may suffice to show the crudeness of an approach which amounts to a 
typical ‘‘sales talk” in the disguise of financial advice. 


Does Distribution Cost Too Much? The Factual Findings by Paul W. 
Stewart and J . Frederick Dewhurst with the Assistance of Louise Field: 
The Program by the Committee on Distribution. By WILLARD L. 
TuorpP, chairman, STUART CHASE, ALvIN Dopp, JoHN P. FREy, 
Cart L. HamItton, HELEN HALL, Hector Lazo, Paut H. Nystrom, 
and Rospert G. Stewart. New York: Twentieth Century Fund, 
Inc., 1939. Pp. xvii+403. 

The country has come to need an accurate over-all picture and appraisal 
of the distribution system as a whole and a program for making it more 
efficient—all from the point of view of the general public. We ought to be 
able to see how the system and its parts actually work and how they can be 
made to work more successfully. 

....A special staff of investigators gathered the essential facts on the 
methods and costs of distribution in the United States The Commit- 
tee, composed of men and women of widely differing interests and points of 
view, but with special knowledge of the field, used the research report to 
formulate a series of concrete recommendations aimed to improve the meth- 
ods and reduce the costs of distribution." 


These statements from the Foreword by Evans Clark, executive 
director of the Twentieth Century Fund, indicate the objectives of this 
study and the procedure used. 

At another point we read that “it is the purpose of this volume to 
describe and measure these costs of distribution and to find out, if 
possible, the reasons for the spread between the cost of production and 


292 


the price the consumer pays. 
The results of the investigators’ study of costs and of the methods 
of marketing as an aid to determining the reasons for these costs are 


* Pp. vii and viii. *P. z 





new) tt 4 SS 4A SthUrhhlUCUC rl 


— 
PA | 


the Q 


BOOK REVIEWS 323 


presented in the first ten chapters. Starting in chapter ii with the price 
spreads between costs of production and the prices consumers pay for a 
number of selected products, the discussion proceeds through such sub- 
jects as the flow of goods through distribution channels (supplemented 
by an interesting chart), profits in marketing, analysis of the part 
played by retail and wholesale middlemen and by the various facilitat- 
ing agencies involved in marketing, with illustrations and discussion of 
the costs involved, to a chapter on government regulation of marketing 
and a final chapter on “‘some reasons for high costs.” 

It is hard to appraise these first chapters. Since neither the data nor 
the analyses are new to students of marketing, their chief value arises 

rom the fact that material from a variety of sources is here collected 
and analyzed. In fact, the descriptions of marketing processes and the 
reasons therefore, the discussion of the various agencies, the cost 
figures, and the criticisms are covered in most of the current texts on 
marketing, frequently in as much or more detail and with the points at 
issue as carefully analyzed. The chief difference is that this study em- 
phasizes cost throughout and so for the purpose at hand has the ad- 
vantage of singleness of purpose. The chapters are well written and the 
illustrative material is carefully chosen. It is a valuable summary and 
analysis of existing material. Those who are not in touch with current 
marketing literature will find it a most helpful introduction to the sub- 
ject, and those who have such familiarity will derive great benefit from 
reading these chapters. 

The third objective, the formulation of ‘‘a series of concrete sugges- 
tions to improve the methods and reduce the costs of distribution,” 
will prove disappointing to those who had expected any new or startling 
suggestions, or who expected to find current suggestions for the im- 
provement of marketing analyzed with care or presented with a detail 
which would lead to the formulation of plans for immediate improve- 
ment in marketing methods. But this was too much to expect. It is 
commonly agreed by students of marketing that recommendations of 
wide applicability are impossible, or at best, difficult, to formulate. 
The task is too broad and the problems to be solved are too varied to 
be treated in the short space here devoted to them. Even the detailed 
study necessary to evolve recommendations for a single problem usual- 
ly involve an amount of study far beyond any which the Committee 
could give. As the Committee implies, progress must generally be made 
by small improvements here and there, not by revolutionary changes. 
Since the Committee did not study any of the problems in detail it was 
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probably better to present their suggestions briefly, as a basis for fur- 
ther discussion and appraisal. In fact, the reviewer is impressed with 
the adequacy of their recommendations as a short statement of lines 
along which further thought may well be directed. 

What the reader finds, therefore, is a final chapter by the Commit- 
tee which first of all ties in well with the findings of the preceding chap- 
ters. It answers the title question by stating that distribution does cost 
too much, but it makes clear that this conclusion arises from study of 
the details of the marketing process and not from the mere fact that 
the estimated total cost of marketing commodities in the United States 
(the investigator’s estimate is 59 per cent of the total cost of pro- 
ducing and distributing commodities in 1929) is greater than the cost of 
producing them. It further points out that high costs are obviously not 
due to excessive profits. Following a few other introductory paragraphs 
that are based on the first nine chapters the Committee states that its 
conclusions and recommendations are based on three objectives gen- 
erally assumed to underlie ‘‘the American system”: 

a) Free choice for the consumer, with the inevitable costs which the con- 
sumer’s demands for variety, immediacy and convenience necessitate; 

b) Freedom of opportunity for the distributor, which means opportunity to 
develop new methods and techniques that will yield him a profit, but 
which also means—at least up to a certain point—the opportunity to fail 
and in doing so to injure his own and others’ interests; and 

A system of competition which, although not entirely free and untram- 

meled, should be regulated with two ends in view: (1) the promotion of 

the long-run interests of consumers and (2) the protection of the public 
interest; not merely to preserve the status quo or defend the position of 
particular groups of distributors.3 


From these assumptions the Committee proceeds to a brief discus- 
sion (27 pages) of ‘‘possibilities of improvement in distribution” in the 
three general dreas of consumer knowledge, operating information and 
more efficient performance, and competitive restrictions and regula- 
tion. The points made are clearly stated and the discussions are well 
directed. Much debatable ground is touched on and, naturally, some 
of the details will be questioned by many readers. Most students of 
marketing will agree that the suggestions made are all “possibilities.” 
The Committee’s three criteria of and acceptance of “the American 
system” are commonly agreed upon, but have caused great difficulty 
for those who have attempted to formulate proposals for improvement 


3 Pp. 347-48. 





BOOK REVIEWS 325 


in the system of distribution. Many readers will be disappointed to 
find that in the proposed solutions little or no progress is made in 
clarifying the issues involved in many recognized problems. 

It is obvious to all, and of course recognized by the Committee, that 
many things that might be done to reduce costs of marketing run con- 
trary to the Committee’s three “criteria.”” We might force a reduction 
in the variety of goods produced and in the marketing services ren- 
dered, but this would interfere with the consumer’s freedom of choice; 
we might force a reduction in the number of firms engaged in marketing 
or compel new entrants to prove the need for their services or their 
ability to perform effectively, but this would curtail freedom of oppor- 
tunity; we can and do curtail many competitive practices, but in doing 
so we may render competition less effective in its role of bringing about 
improved products and methods and reduced costs. 

It is not quite fair to criticize a book for what it did not try to do, but 
since the recommendations themselves are not new, the reviewer will be 
pardoned for wishing that those responsible for the study had centered 
their attention on a few problems, or that the members of the Com- 
mittee or the investigators could have had time to follow through the 
proposals that are made, with a view to suggesting more concretely 
what could be done and what results could be hoped for. This latter is, 
of course, a large order. In its present form the book will stand as a 
landmark in marketing literature. It is written from a sane point of 
view by a highly qualified personnel. It is being widely read and widely 
discussed. It will introduce to a wide public the facts of marketing and 
the problems involved in attempting to reduce the costs of marketing 
and at the same time to preserve the advantages of our present eco- 
nomic system. Its recommendations present current thought on the 
subject clearly and concisely. There is good reason to believe that they 
will be widely discussed and such discussions should lead to further . 


clarification of the issues involved. 
FRED E. CLARK 
Northwestern University 


Personal Finance Companies and Their Credit Practices. By NATIONAL 
BUREAU OF ECONOMIC RESEARCH. New York: The Bureau, 1940. 
Pp. xix+170. $2.00. 

The volume is the first to appear of a series of five “Studies in Con- 
sumer Instalment Financing.” All these studies form part of a broad 
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program of financial research inaugurated in 1938 by the National 
Bureau of Economic Research with the aid of grants from the Associa- 
tion of Reserve City Bankers and the Rockefeller Foundation. The 
succeeding four volumes in the series will deal respectively with sales- 
finance companies, Morris Plan and other industrial banking com- 
panies, governmental agencies and commercial banks as sources of con- 
sumer instalment credit, and the economic implications of such credit. 
The last volume will form the “capstone” of the whole project. It will 
be of more interest to economists and general readers than its predeces- 
sors, as it will focus attention on the relation between consumer instal- 
ment financing and economic stability. 

The present volume commands interest, if only because of the 
marked increase in personal lending operations during recent years. 
The vast extension of consumer credit during the past decade has been 
viewed with interest—perhaps with some apprehension—by financial 
observers. It is time that this phenomenon was described, accurately 
measured, and its economic effects analyzed. The present book takes a 
long step toward this objective. As the broader implications of its find- 
ings are reserved for tre atment in later studies of the series, and should 
be commented upon w.en these studies appear, the present review is 
mainly a description of content of the book. 

The book concerns the operation of what are generally known as 
‘“‘small-loan’”’ companies. They are distinguished from instalment- 
sales-finance companies by making personal cash loans rather than 
lending to finance the purchase of a commodity. The majority of states 
now regulate this business as to maximum rates chargeable, maximum 
amount of loans, and other factors. 

The major findings of the study include the following points: 

1. The volume of outstanding personal-finance company receivables 
has increased during the last two decades from $20 million to $400 
million at the end of 1937. 

2. During 1933-37 between 17 and 23 per cent of all nonfarm family 
and individual income receiving units in the country received credit 
accomodation from these companies. 

3. Nine leading industrial states accounted for more than three- 
quarters of receivables in 1937. 

4. Personal-loan facilities were scarce in states wherein the small- 
loan law severely restricted maximum legal charges. 

5. At the end of 1937 the two largest chain finance companies held 
almost 40 per cent of outstanding receivables. 





BOOK REVIEWS 327 


6. On the average, individual loans amount to $150 and run about 
nine months, while the total period of customer indebtedness is about 
26-29 months. 

7. Customers of the companies are drawn almost wholly from an- 
nual income ranges between $500 and $3,500, are drawn from the 
wage-earning and clerical groups and borrowed mainly to meet an 
“unusually large expenditure.’’ 

8. Bad-debt losses before 1929 were less than 2 per cent of total out- 
standings for chattel lenders, and less than § per cent for indorsed-note 
lenders. Currently, about 1 per cent of loans are charged off. 

g. The great majority of loans, however, are to “‘repeat” borrowers. 

10. More than four-fifths of all loans made during 1936 and 1937 
were secured by household goods, and these had a better charge-off 
record than did unsecured loans, excepting unsecured loans to “‘teach- 
ers.” (Presumably, these included university instructors!) 

11. Stability of a borrower’s income was more important than its 
amount or the size of loan as a credit risk factor. 

12. Net income of the companies ranged from 7 to 12 per cent of 
average employed assets during 1929-36, and there was a higher rate 
of return realized by offices with larger business volumes. 

13. Reductions in the maximum legal charges made by several 
states caused licensed lenders to withdraw from these states, caused 
decreases in amounts of outstanding loans, and led to increases in 
illegal lending. Increases in maximum legal charges brought about re- 
verse conditions. 

The authors conclude that competition among personal-finance com- 
panies and as between these companies and other consuming lending 
agencies is becoming increasingly sharp. It would become still more 
pervasive if all agencies quoted rates on a uniform basis, so that com- 
parison by prospective borrowers would be facilitated. 


NEIL H. Jacoby 
University of Chicago 


Competition among Grains. By N. Jasny. Stanford University, Calif.: 
Stanford University Press, 1940. Pp. 606. $4.00. 


Students of economics, marketing, and statistics long have been 
aware of the difficulties involved in problems of commodity competi- 
tion. Mathematical economists have struggled with unsatisfactory sta- 
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tistical data in their efforts to measure the elasticity of demand; mar- 
keting specialists, aware of the pitfalls in their methods, have turned 
their attention to consumer surveys. The publication of Competition 
among Grains by N. Jasny, in co-operation with the Food Research 
Institute of Leland Stanford University, is an attempt to throw new 
light upon the vexing problem. 

Mr. Jasny confines his study to the competition among wheat, corn, 
rye, barley, and oats in their uses throughout most of the world. The 
book is divided into four parts. Seven chapters are devoted to uses and 
price ratios; six chapters to yield relationships; two chapters to cost 
relationships; and six chapters to price versus cost relationships. The 
author first turns his attention to consumer preferences, then considers 
marketing and production costs, and finally attempts a comprehensive 
analysis of the cost-price relationships of the various grains. 

The author has made good use of existing data on the geography of 
grain production and of extant cost studies for some of the chief grain 
markets. Although no original data are presented, the collection of 
this material is very desirable. Considerable success is attained in the 
explanation of price differentials between particular grains on the basis 
of their respective production and marketing costs. The chief merit of 
the book consists of these contributions. 

But the nub of the problem lies in the analysis of consumer prefer- 
ences for the various grains. Mr. Jasny assumes that relative prices 
represent the scale of consumer preferences for each grain in particular 
uses. “But,” he adds, “the observed prices do not necessarily show 
preferences” (p. 67). The significance of this qualifying phrase is ap- 
parently overlooked, because the author proceeds to discuss price dif- 
ferentials in observed data in conjunction with an a priori appraisal 
of the demand elasticities for each grain in given uses and arrives at 
“scales of preferences” for the various grains in food and feed uses in 
particular markets. For example, the ranking of grains in north-central 
Europe is as follows: 

1 and 2, malting barley and wheat as food; 3, rye as food; 4 and 5, oats 
(for most of the horse feed and small parts of some other uses) and barley 
(for considerable part of the hog feed); 6, 7, and 8, oats and barley for uses 
as feed except those mentioned under 4 and 5, and corn as feed; and 9, rye 
as feed [p. 78]. 


Deploring the lack of adequate statistical information on the elas- 
ticity of demand for the grains under consideration, Mr. Jasny offers 
general observations on the subject. He briefly refers to Henry 
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Schultz’s excellent study, The Theory and Measurement of Demand, 
but without explanation he fails to use the elasticities of wheat, oats, 
corn, barley, and rye, which Professor Schultz calculated. Instead, we 
find him reporting such evidence as the following: 

In such countries as Russia, where two grains are used for kasha, the ex- 
tent of mutual substitution of the two grains used in its preparation (buck- 
wheat and millet) may be even larger than the substitution of corn. Yet 
even there material price changes are probably needed to induce relatively 
moderate shifts from one type of kasha to another [p. 104]. 


The tentative nature of his findings is suggested by the too frequent 
occurrence of such phrases as “probably,” “seem to be” (p. 104), and 
“may be about the same” (p. 397). 

The assumption that relative prices are an index to consumer pref- 
erences is open to serious criticism. Not only are the relative volumes 
of consumption ignored in the text (production data are given in an 
appendix), but the error is made of moving from price and elasticity 
data to consumer preferences. Consumer preference has no meaning 
beyond the differential utility which individual grains may have for a 
consumer. Differential utility of one or more grains for consumers is 
not comparable. Few consumers of wheat are at the same time con- 
sumers of the other four grains. For the same buyer, wheat as a food 
competes with other foods, including other food grains, as well as with 
nonfood products. Consequently the use of price differentials as an 
index of consumer preferences is wrong in principle. 

The book is further marred in several places by the understandable 
difficulties which a foreigner has with the English language, but errors 
of this type should have been caught by the persons who read the 
manuscript. Mr. Jasny’s work has been worth while; agronomists and 
others who are interested in the geography of cost-price relationships 
between grains will find the book of value. For students of commodity 
competition, however, the book leaves much undone. 


Cyrit O’DONNELL 
De Paul University 


NOTICE 


The series of articles on the Chicago fruit and vegetable market by 
E. A. Duddy and D. A. Revzan, which began in the July, 1939, issue of this 
Journal, is concluded in the monograph which accompanies this issue of 
the Journal, being ‘Studies in Business Administration,” Volume X, No. 4. 








